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Through Improved Management
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This = the first in a series of GAO reports evaluating
manage nent effeciiveness at major federal departments
The Department of Housing and Urbar, Development (HUD)
15 striving to better manage its prog-ams and achieve its
current obtectives of (1} reducing waste, fraud. and mis-
management_ (2} controliing costs. (3) deregulating, and
(4) relying more on the private sector Management initia-
tives are required 1o address the underlying causes of
continuing problems :n several key areas These areas
include organizing. planning. budgeting. proyram dehvery,
and accounting and financial management GAOQO found a
need 10

--Place more emphasis on general management func-
nons, such as ptanning staff raiming and develop-
ment, and hinanciai management

--Strengthen acrountabiity for general manage nent
functions

--Build an organization with greater stability

--Establish continuity within HUD s top managyement
team

HUD s working hard to resolve many of its problems. and
GAO offers recommendations to the agency and the Con-
gress to compiement that effort
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20048

B-208122

To the President of the Senate and the
Speaker of the House of Representatives

This is the executive summary of our ful) report evaluating
the management effectiveness at the Department of Housing and Urban
Development (HUD). The purpose of this raview was to analyze HUD'e
marnagement, identify and analyze problems, and make recommendations
to improve any shortcomings. It is the first in a series of
reviews at major federal departments.

We concentrated our efforts on HUD's organizational structure;
accounting, financial, plannirg, and budget functions; and program
delivery. while we found that HUD is striving to make improve-
ments, we suggest further ways to increase program effectiveness
through management efficiency.

During this review HUD's Secretary and his staff gave us ful)
support and cooperation. We obtained the Secretary's comments on
the report and incorporated them where apprcpriate. He agreed with
many of our recommendations.

We are cending copies of this report to the Secretary, Depart-
ment of Housing and Urban Development; the Director, Office of
Management and Budget; and interested congressional committees,
subcommittees, and individual members of Congress.

Chbh Bt

Comptroller General
of the United States



COMPTROLLER GENERAL'S INCREASING THE DEPARTMENT OF

REPORT TO THE CONGRESS HOUSING AND URBAN DEVELOPMENT'S
VOLUME I EPFECTIVENESS THROUGH IMPROVED
MANAGEMENT
DIGEST

The Department of Housing and Urban Development
(HUD) has played a major role in upgrading the
nation's housing and providing community devel-~
opment aid to rities and counties. HUD's per-
formance in operating its multibillion-dollar
programs could be strengthened by improvements
in general management function:= including
organizational structure, planning, staffing,
financial management, and program monitoring.

GAO reached this conclusion after analyzing
reports by GAO, HUD's Irspector General, and
others on HUD's program performance and examin-
ing management conditions. GAO conducted its
review with the full support and cooperation of
HUD's Secretary and his staff.

GAO's purpose was to (1) identify and analyze
management problems and their underlying causes
and (2) recommend improvements to the Congress
and BEUD, recognizing and complementing manage-
ment and program initiatives already underway.
In this regard, for example, HUD has increased
its efforts to prevent fraud, waste, and mis-
management and to improve cost control. This
volume summarizes the results of GAO's review,
with the full report appearing in Volume II.

GAO observed that many of HUD's specific
management problems are complex and longstand-
ing. While HUD has begun to address some of
its problems, success will be elusive unless
the Congress and HUD addrens what GAO believes
are basic underlying causes of managerial
difficulties. There is a need to:

--build an organization with greater stability;

--place more emphasis on general management
functions;

--strengthen accountability for general
management functions; and
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--establish cecntinuity within HUD's top
management team.

Any analysis of HUD's management effectiveness
would not be complete withcut recognizing
external influences. HUD is influenced by its
clientele and by public and private interest
groups. Furthermore, it must cope with shifts
in program focus and direction resulting from
actions by the Congress and changes in
administrations.

ADDRESSING ORGANZATIONAL ISSUES

The 1981 legisl..ive year marked the introduc-
tion of the administration's proposal to reduce
the federal government's role in accomplishing
natinnal objectives. The thrust is to reduce
federal involvement and rely more on the pri-
vate sector and state and local governments.
For example, HUD has (1) redirected the focus
for housing from construction to greater use of
existing housing and (2) reduced government
restraints on the Community Development Block
Grant Program, including encouraging states to
administer the program's small city segment.

in September 1983 HUD restructured its field
organization to reflect reduced workload and
program changes. However, the reorganization
did not address certain management deficiencies
inherent in the existing organizational
arrangement. Prior reorganizations had led to
complex relationships among levels of manage-
ment, creating confusion concerning the spe-
cific responsibilities and functions of HUD's
field offices vis-a-vis headquarters.

Also, HUD's recent reorganization 3till
embraces a regional office concept and a field
office presence in most states which may be
overly complex to meet a reduced federal role.

In view of ongoing program changes and further
program, policy, and cost and benefit uncer-
tainties, GAO is recommending that HUD's Secre-
tary evaluate how well the new field structure
is working. (See p. 9.)

NEW APPRCACHES FOR MANAGERIAL
AND ACCCUNTABILITY

HUD's Secretary implements major policy
initiatives and sets the tone for agency
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managers and staff. Secr :tarial actions,
together with the agency's management processes
and systenms, demonstrate commitment to
effective and efficient maiagement.

GAO believes demonstration of this commitment
could be enhanced by (1) an explicit statement
of the Department's goals and objectives which
outlines the Secretary's agenda and priorities
for the coming years, (2) specific delegation
of authority to one person for the Department's
general management functions, (3) the Secre-
tary's showing supporc for improving and using
HUD's management systems and processes for
decisionmaking, and (4) hLaving an effective
system which holds managers accountable for
performance. However, GAO found that HUD had
problems in each of these areas.

--Although the Department's priorities were
articulated through operating plans, they
were not clearly lirked to Ser~retarial goals
and objectives. For example, a field office
wet a Secretarial priority of increasing debt
collection on a HUD loan program by expedit-
ing other HUD payments to the debtors, por-
tions of which they then used to pay interest
due KUD,

--No one persoa, including the Under Secretary,
has been delegated the responsibility to
oversee the agency's daily operations as they
relate to general management functions.

=-Much of HUD's planning and policy development
occurs through the budget development process
as contrasted with a well-established depart-
mental manageimnent planning process that is
clearly linked to Secretarial goals and
objectives. For example, in transferring
major responsibility for operating the Small
Cities Block Grant Program to the states, a
Secretarial goal, HUD did not adequately
consider this initiative's effect on HUD
staffing needs, monitoring policies, or
program administration.

--General management functions, such as program
evaluation and financial management, were
widely dispersed, uncoordinated, and needing
improvement, Por example, the absence of a
central direction and focus for financial
managenment contributed to HUD spending
$27 million in an unsuccessful attempt to
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develop an automated accounting svstem for
its mortgage insurance activities.

HUD's top management team changes frequently--
presidential appointees at HUD have turned over
about every 2 years and turnover is also high
among the Senior Executive Service staff. As a
result, institutional memory at a high level
does not exist to understand the causes of
HUD's longstanding management problems and the
impiications of alternative solutions.

GAO offers the Congress three options for its
consideration which, in varying Jdegrees,
address managerial style, accountability, and
continuicy issues. One option is for the Con-
gress to amend HUD's enabling legislation and
create the position of Under Secretary for
Management. The position would b= filled by a
nonpartisan presidential appointee who would be
accountable, by law, to the Secretary for HUD's
management systems and general management func-
tions. To increase the likelihood that an
effective Under Secretary would remain when
HUD's leadership changes, the Congress coulé
style the proposed amendment after the Inspec-.
tor General Act of 1978 which requires
notifying both houses of Congress of the reason
for removal.

A second option is to strengthen the role of
the Assiscant Secretary for Administration by
delegating to the Assistant Secretary authority
to oversee all of HUD's general management
functions. A third option is to create the
positicn of Deputy Under Secretary for Manage-
ment under the present single Under Secretary.
Unlike the first two options, this proposed
career-reserved official would be only an
advisor to the Office of the Secretary and
would not have authority cver general
management functions.

GAO recognizes that a nonpartisan Under Secre-
tary for Management may be a departure from our
traditional political system. However, this
option is particularly attractive because it
can professionalize and enhance HUD's manage-
rial leadership and provide a benchmark for the
Congress to wuse when considering ways to
improve management in other federal agencies.
(See p. 12.)
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ADDRESSING MANAGEMENT
PROBLEMS AND IS

HUD has made significant strides toward
resolving many of its management problems. For
example, HUD has increased its efforts in moni-
toring to prevent fraud, waste, and mismanage-
ment and is improving its financial management
activities. These and other management actions
are positive steps. (See p. 6.)

HUD's management and GAO recognize that
additional improvements are needed, but they
will not come easily and will require time.
Therefore, GAO is making short- and long-term
recommendations to HUD. GAO also presents
recommendations to and matters for consider-
ation by the Congress.

Improving planning
and budgeting

Planning and budgeting must play an important
role if HUD is to successfully manage the
transition from programs stressing housing
production to thoce stressing preservation and
maintenance of existing housing and greater
emphasis on cost control and reliance ~n the
private sector. HUD relies on the budget
process as the primary means to direct and
control HUD activity. This reliance has not
been an effective substitute for needed manage-
mer,it systems for planning, developing policy,
and communicating curren_. and future Secreta-
rial expectations to headquarters and field
staffs. (See p. 20.)

GAO also found that the short (annual) budget
ard legislative cycles, coupled with delayed
funding approval, contributed to management
problems. For example, HUD's appropria:ion
bills were enacted late 19 of 21 times from
1962 to 1982. These delays contributed to late
communication of budgetary priorities to pro-
gram staff and fostered a short-term focus and
uncertainty beyond the authorized period at the
expense of long-range planning. For example,
delayed funding prevents many of the nation's
2,70J) public housing authorities from operating
efficiently. These authorities received subsi-
dies tiirough HUD, totaling about $1.2 billion
in fiscal year 1983, to pay for such items as
utilities, maintenance, and security. The
sncertainties surrounding delayed funding




prevent authorities from engaging in meaningful
budget planning, which increases risks of poor
security and further deterioration of buildings
and equipment. GAO has previously proposed
that the Congress consider such reforms as
multiyear authorizations and clearer statements
of policy and proyram objectives in authsriza-
tion legislation. While these changes may be
slow in coming, their need has been recognized
by congressional budgetary reform legislation
introduced in the 98th Congress. (See p. 2%.)

GAO also found weaknesses in HUD's analytical
base~--accounting, firancial, resource manage-
ment, and evaluation data usec to support HUD's
budget and to monicor and analyze progra.: exe-
cution. For example, HUD does not allocate
salaries and expenses--which annually exceed
$500 million--to many of its programs, As a
result, the total costs of many progivams are
not available for oversight and analysis by the
Congress and others. (See p. 27.)

Further, tihe magnitude, design, and the funding
pPractices associated with certain aspects of
HUD's budget presentation create congressional
budgetary control problems. For example, HUD's.
long-term contracts for assisted housing have
created cobligations for future outlays of
nearly $206 bill ‘on. (See p. 30.)

GAO's recommendations to improve budgeting anéd
planning are aimed at

=-the Congress' requiring HUD to expand its
budget justifications to fully reflect all
material aspects of uncontrollable costs and
the budgetary impact of programs (see p. 32);

--HUD's developing a department-wide planning
system (see p. 21); and

--HUD's improving the analytical base of the
budget by continuing efforts to improve
financial management systems that integrate
budgeting and accounting (see p. 29).

Program delivery can
be more effective

Although the nature and severity of program
delivery shortcomings vary among programs,
several problems are common. HUD needs to
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(1) more effectively provide guidarce and
direction to program delivery staff,
(2) develop staff skills and expertise, and
(3) resolve problems uncovered Dby the many
reviews, audits, and evaluations of HUD
programs and procedures.

Staff skill and training inadequacies, in
particular, 1limit HUD's ability to properly
monitcr programs and grantees. Also, rapidly
changying organizational needs, coupled with
workload changes, are further straining HUD's
efforts to improve its staffirg. Por example,
HUD's field managers told GAO that staff train-
ing was a critical need. Groups served by RUD
also cited starfing inadequacies as a major HUD
proslem,

GAO's recommendations to HUD's Secretary in
these areas are aimzd at

~-establishing a more effective staff develop-
ment program (see p. 40);

--improving the quality and timeliness of head-
quarters guidance to field offices (see
p. 34); and

--improving monitoring of program participants,
on-site performance evaluations, and manage-
ment's responses to internal and external
report recommendations (see pp. 36 and 38).

Financial management
information systems
weaknesses

HUD's financial manacement information systems
have not kept pace with the needs of the
Congress or HUD's management. Although HUD's
management has initiated a number of
improvements, it has not fully addressed the
underlying causes of these systems problems.
These include the absence of

-~a Chief Financial Officer with responsibility
for providing a central focus for developing
financial management policies and systems and

--long-range planning to establish improved
oversight and control over automated systems.

HUD's management information systems do not
provide timely and accurate data necessary to
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establish accountability for, and control over
housing and urban development programs. Also,
HUD's accounting systems were not sufficiently
automated, and extensive manual efforts are
needed to perform accounting functions. Only
40 percent of headquarters accounting systems
were automated, and most of those automated
were obsolete.

Further, a number of these systems were imple-
mented without assurance that they comply with
the principles and standards prescribed by the
Comptroller General. Also, GAO has been con-
sistently unable to express an unqualified
opinion on the financial statements of the
Federal Housing Adwinistration fund--HUD's
mortgage insurance arm--because of accounting
system deficiencies. Further, recent HUD
repcrts concluded that accounting systems for
the Assisted Housing and Community DNevelopment
Block Grant Programs were not adequate to meet
management's necds. (See p. 18.)

Recognizing the need for improvements, HUD is
reevaluating its internal controls and review-
ing the vulnerability of its accounting systems
to fraua, waste, and abuse. This effort should-
pPlace the Secretary in a better position to
report on the adequacy of internal controls a3
required by the Federal Managers' Finarcial
Integrity Act (Public Law 97-255).

GAO's short- and long-term recommendations for
the Secretary of Housing and Urban Development
to further improve financial management systems
include:

For the short-term,

-—establishing the position of Chief Financiai
Officer with clear responsibility and
accountability to set financial policy and
provide a central focus for development of
improved financial management systems and

-=-correcting internal control weaknesses.

For the long-term,

--developing accounting systems which comply

with the principles and standards established
by the Comptroller General,
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--streamlining the processes uced to accomplish
accounting functions, and

--establishing a 1long-range automatic data
processing planning and control process.
(See p. 20.)

AGENCY COMMENTS AND
GAO's EVALUATION

HUD agreed with many of GAO's findings and
recommendations. Often it said it was taking
or planning actions which would correct defi-
ciencies GAO cited. HUD disagreed with GAO's
draft proposal to reevaluate the proposed field
reorganization. rfoncerning planning--another
area wheres GAO ané HUD Adiffered--HUD agreed
that it needs to better integrate its budget
process with other management functions but
disagreed with program examples cited by GAO
showing a need for mcre systematic planning.
HUD also said it had reported long-term goals
and objectives to the President and is attempt-
ing to refine these within the context of
existing and proposed .eqgislation. HUD also
disagreed with GAO's recommendation that the
longress require HUD to include in its budget
justification more information on future costs
and budgetary consequences of programs.

Regarding GAO's three options to increase
continuity and accounta»ility for general
management functions, HUD stated that it pre-~
ferred the option of strengthening the role of
the Assistant Secretary for Administration and
increasing the involvement of the existing
Under Secretary in day-to-day activities
relating to the overall management of the
Department,

GAO considered the Departnent's comments and
made necessary changes to its revort., GAO has
disagreed with HUD's field reorganization in
two prior reports and in testimony before the
Congress. Since HUD has finalized its
reorganiz-:ion GAQ recognizes that ite drafe
proposal to reevaluate the proposed field
reorganizstion is now moot. However, GAO
concludes that the reorganization does not
fully address problems identified in tlre
report. Although GAO 1is not recommending that
HUD's Secretary modify, at this time, the new
field structure, GaC 1is recommending that the
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Secretary evaluate how well the new field
structure is working. (See p. 10.)

The planning examples cited by GAGC demonstrate
that planning at HUD is of dissimil:r quality
and scope. In the case of a proposed housing
vouchers program, for example, HUD did not con-
sider what staff resources or skills it would
need to effectively implement the program.

On long-term goals and objectives, GAO found
that HUD did not include these in its budget
justificatiorn or link them to its field office
planning system. Similarly, GAO's rscommenda-
tion to the Congress on expanding HUD's budget
justification is based on the perspective of
overall budgetary control. Both the Depart-~
ment's obligated balances and guaranteed loan
balances are about half of the government's
total. Accordingly, GAC continues to believe
that the Congress would benefit from more
information on the expected future costs of
HUD's programs.

GAO continues to favor the option of creuating
the position of Under Secretary for Manage-
ment. GAO recognizes that strengthening the
role of the Assistant Secretary for Administra-
tion has certain advantages, such as requiring
relatively 1little reorganization. However,
this option rniay prove to be less effective than
the option for an Under Serretar-y for Manag.-
ment in resclving the difficult issues of
management commitment and accountability.
Using the Assistant Secretary for Administra-
tion and the present Under Secretary may result
in a "Lusiness as usual"™ approach to managemen.

improvement. Therefore, creating a non-
partisan Under Secretary for Management offers
more promise for professionalizing and

enhancing management performance at HUD.

GAO's specific responses to HUD's comments
follow the applicable recommendation sections
of the report.
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I. INTRODUCTION

This review is the first in our long-term objective of
reviewing the effectiveness of management at federal departments.
Por this review we considered the term management as including
gystems and processes involved in

© organizing and directing the agency,
0 planning its activities and allocating resources,
O executing program delivery, and

¢ providing management control through accurate and timely
information,

Specifically, we sought to (1) identify and analyze management
problems and their underlying causes and (2) recommend improve-
ments to the Congress and HUD's Secretary for increasing manage~
ment effectiveness in light of current HUD programs and policies
and management initiatives already underway,

An analysis of HUD's management is not complete without
recognizing the impact of external influences. Many groups,
including cities and public interest organizations, influence HUD
policies and programs. Also, HUD managers must cope with frequent
shifts in program focus and direction resulting from actions by
the Congress, the President, and the Office of Management and
Budget (OMB). This can result in HUD's having complex programs
with multiple and sometimes conflicting purposes, hampering its
ability to effectively plan and control resources and achieve
desired program resuilts.

This volume summarizes the results of our review. Owu
complete presentation appears in Volume II: Increasin HUD's
Effectiveness Through Improved Management (GAO/RCED-84-9),

HUD has played a major role in meeting the nation's housing
an2 community development needs. This accomplishment has not
come without concern for HUD's performance in managing its many
programs. Shortcomings in management systems and performance

have been cited in numerous reports by us, HUD's Inspector
General, congressional committees, and others.

To successfully manage its programs and administer its cur-
rent objectives of (1) reducing waste, fraud, and mismanagement,
(2) controlling costs, (3) deregulating, and (4) relying more on
the private sector, HUD must address the underlying causes of
continuing management inefficiencies in such areas as planning,
monitoring, and financial Ranagement. We found these causes
indicate a need for:



o increased emphasis on general management functions, such
as planning, staff training and development, and financial
management;

o strengthened accountability for general management
functions;

o organizational stability; and
o added continuity in HUD's top management team.

HUD's current top managers recognize that problems exist
and have taken some actions to overcome some problems and are con-
sidering additional initiatives. These actions include improving
financial and accounting controls, planning systems, training,
and monitoring to prevent fraud, waste, and mismanagem>nt. These
are positive steps, but much remains to be done to correct the
underlying causes of management deficiencies we identified.

Improving managerial effectiveness is a complex task. Some
problem areas can be solved in the short run and without major
changes. For example, the development of a HUD-wide planning
rystem and improved monitoring of program participants can be
accomplished fairly quickly. Other problems areas will require
longer run solutions. Enhancing the analytical base for budget
development, improving staff development, and building reliable
financial management systems are examples. Still other.solutions
require congressional action. For example, creating a high level
profecsional manager who would be held accountahle for general
management functions, is an option requiring congressional
consideration.

II. HUD AND THE MAGNITUDE OF ITS MANAGEMENT TASK

The history of HUD is characterized by change and conflict
due to the evolutionary federal zrole in housing and urban develop-
ment and to many diverse social, economic, and political forces
affecting this role.

Since it was created by the Congress in 1965, HUD's func-
tions and authority have expanded over time to a broad mission of
(1) providing adequate housing for all Americans, (2) promoting
community and economic development for urban areas, and (3) elim-
inating discrimination in housing markets. HUD's programs in each
of these areas could be summarized as follows:



Major HUD Program Areas

Housing _ Community development Fair housing
Housing assistance Community Development Fair Housing
programs and the Block Grant Programs, Programs provide
mortgage insurance the Urban Development financial assist-
programs through Action Grant Program, ance to state and
the Pederal Hous- and Rehabilitation Loan local agzncies to
ing Administration and Urban Homesteading help them elimi-
(FHA) provide low- Programs help communi- nate housing
and moderate- ties improve housing discrimination by
income families conditions, conserve promptly process-
with homeownership energy supplies, expand ing civil rightes
and rental housing business opportunities complaints and by
assistance. and provide jobs, and carrying out

revitalize blighted affirmative mar-

areas in the natioun's keting agreements

cities and counties., and promoting
equal opportunity
matters within HUD
programs.

HUD programs are among the most complex in government. HUD
grants money to communities, insures homes, subsidizes rents, and
at times is a landlord, real estate agent, and counselor. It con-~
ducts business through 2,700 public housing authorities (entities
of local governments), all states, hundreds of local governments,
and numerous other public and private organizations including
developers, neighborhood groups, and financial institutions. Over
200 legislative acts, titles, and sections and hundreds of regula-
tions define relationships among HUD, its programs, and its con-
stituents. About 40 congressional committees and subcommittees
oversee its programs.

Although a relatively small Cabinet-level department in termsc
of number of employees--about 13,000~-HUD's financial, econonic,
and social responsibilities affect many sectors of the economy and
much of the nation's population. The following figures indicate
the extent of activity in HUD's major programs. The first figure
shows the effects of high 1980-82 interest rates on the number of
homes insured and the dollar amount of PHA insurance issued by
HUD. The second figure shows that major subsidized housing con-
struction assistance programs are declining in response to the
administration's efforts to deemphasize construction programs.,

The third figure reflects the relative leveling off of funding for
HUD's communicy planning and development programs. The fcurth
figure shows an increase in fair housing and equal opportunity
activity in terms of complaints received and processed from 1977
through 1982,
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HUD's current direction--
managing for change

Since 1981, HUD has redirected its policies and progv-ams
to reflect administration goals of reducing the size and cost of
the federal government, lessening the regulatory burden on program
participants, delegating more responsibility to state and local
governments, and placing greater reliance on the private sector.
HUD has greatly reduced new construction programs, narrowed pro-
gram eligibility requirements, transferred to most states the
administration of the Small Cities Block Grant Program, and pro-
posed an Enterprise Zone Program. Steps HUD cited as significant
management improvements include (1) reducing budget authority
and staff by phasing out some activities and limiting costs and
(2) improving asset management by emphasizing control over waste,
fraud, and abuse and collecting delinquent debts.

Major shifts in focus and direction are not new to HUD.
Maintaining a smoothly functioning organization with a clear
sense of purpose during change is a difficult and important
responsibility of top managers, especially the Secretary.

The Secretary, however, has many responsibilities and obliga-
tions which affect the time he or she can devote to managing the
agency. Earch brings a distinctive management style and philosophy
to the position. Some have devoted more efforts to managing HUD's
daily operations, others have stresssd policy responsibilities,
while some have concentrated on congressional and public relations
areas.

The current Secretary has stated that his management style
is to look to his assistant secretaries to run the agency's daily
operations. To be effective, this philosophy must depend on sound
management processes, clear lines of authority, and an understand-
ing of his personal style. H . ver, management systems weaknesses
prevent HUD from generating ti..:ly and reliable financial manage-
ment data, and lines of authority are not always clear. Also,
there is no focal point below the Secretary to coordinate finan-
cial management, planning, and other support systems. As a
result, basic information needed to support decisionmaking and
policy development, such as the amount owed HUD by debtors and the
amount of insurance written in a single week, are not available or
difficult to compile.

Persistent management problems remain a significant challenge
L0 be overcome if HUD is to successfully manage its current policy
and program direction. For example, a review of 48 of our past
reports (selected froi a total of 292 reports we issued on HUD
from January 1976 to September 1982) and 7 Office of Inspector
General (OIG) Semi-Annual Reports to the Congress from October
1978 to March 1982, identified a variety of management inefficien-
cies. Excerpts of our analyses, provided on the next pages, show
that the effects of management problems are similar among program



areas, are repetitive, and transcend time and political
philosophy.

Examples of Reported Management Problems

Management area Program effects
Organizational HUD's three-tiered organizational structure
structure createl red tape, slow service and

incapacity to control losses (1977)

Planning and policy Greater financial risk was created because
developmenrt RUD underwriters did not adequatelyv
estimate project revenue and expenses
(1978)

Unclear regulations resulted in higher pro-
Jram costs because unnecessary luxury items
were included in section 8 subsidized
housing projects (1980}

Monitoring Community Development Block Grant funds were
field offices not effectively used because moritoring was
and program inadequate and grantees held funds in
participants excess of needs (1980)

Inadequate HUD involvement in monitoring
public housing authoritiess (PHAs) and
providing technical assistance was
identified as a central factor in poor PHA
management (1982)

Communjcation or Collections were reduced on HUD-held home
guidance mortgages because guidance provided to
field offices was inadequate (1979)

Improvements could be made in the Urban Home-~
steading Program if HUD worked more closely
with local officials (1979)

Enforcement or Millions of dollars in Title I home improve-
compliance ment loans were not collected because
collection efforts received limited
emphasis by management (1981)

Training or Subsidized housing programs were poorly
stoffing managed due to inadequate staffing to
evaluate project applications (1980)

Property disposition practices were not ade-
quate because many employees were not
properly trained or used (1981)



Management area Progran: 2ffects

Pinancial Information systems were not adequate to
management support mortgage insurance programs (1980)

Title I single-family home improvement loans
were vulnerable to fraud, waste, and abuse
due in part to accounting weaknesses (1981)

Adequate data systems were not established to
facilitate evaluation of HUD's success in
us;gg millions to rehabilitate housing
(1981)

III. SCOPE AND METHODOLOGY

We conducted our field work from March to December 1982. To
gain a pergpective on HUD's management effectiveness, we examined
our past reports and those by 0OIG, ccnasultants, and others. We
also interviewed current and past HUD Secretaries, other former
top HUD officials, and experts from groups served by HUD pro-
grams. Employees were interviewed at HUD headquarters in Washing-
ton, D.C., and at three regional and three area offices. Further,
we examined critical management processes and functions at HUD
such as planning, budgeting, policy development, accounting and
financial management, and program evaluation and considered how
these interfaced with current programs and administrative direc-
tion. 1In addition, we hired two consultants, knowledgeable in the
field of public administration, who provided advice and expert
opinions on our review methodology and the report.

Our review did not attempt to evaluate the reasonableness of
housing policymaking activities external to HUD. The Secretary
told us that much of HUD's housing policy stems from a 1982 report
by the President's Commission on Housing, as refined by the Presi-
dent's Cabinet-level counsels. Similarly, the Secretary pointed
out that the administration's priorities in urban policy can be
traced to the President's National Urban Policy Report.



IV. FINDINGS AND RECOMMENDATIONS

Finding No. 1: Achieving an Organizational Structure Compatible
With the Evolving Federal Role in Housing and

Community Development (See Volume II, p. 16)

Over time, HUD's functions and authority in housing and com-
munity developrnent have increased as has the federal investment
in delivering programs. However, a major change in directjon is
underway and other changes are likely.

The administration's initiatives propose fundamental
policy shifts in the way housing and community development pro-
grams will operate. The overall thrust is to reduce federal
inrolvement and rely more on the private sector and on state and
local governments. HUD has acted to (1) reduce its activity in
housing production programs such as Section 8 Rehabilitatioun and
Construction, emphasizing housing assistance through the Section
8 Existing Program administered by local public housing agencies,
and (2) delegate to lenders loan underwriting services for insured
mortgages. HUD has also proposed to replace most present rehabil-
itation programs with a state and locally administered new block
grant for rental housing rehabilitation. 1In addition, the Con-
gress has provided the states the option of administering the
3mall city segment of the Community Development Block Grant
Program.

In September 1983, in response to reduced workload and
program changes, HUD reorganized its field office structure. How-
ever, the reorganization does not address all existing management
deficiencies. Particularly, HUD needs to consider its reduced
involvement in program delivery. Specifically:

0 Previous reorganizations hzve 1lcd to a complex relation-
ship among levels of management. The result is that some
confusion exists at all levels concerning authority,
responsibilities, and functions. Consequently, services
to clientele have suffered.

o HUD's -urrent structure needs to be more consistent with
federal policies designed to shift resporsgibility to
states, local governments, and iz private sector. What
may eventually emerge is a single responsibility to monitor
and/or audit states, localities, and private contractors.

O Organizational changes need to address longstanding manage-
ment problems of accountability, timeliness and consistency
of policy and program direction, and communications and
whether HUD's three-tiered organizational structure is too
complex for a reduced federal role in housing and community
development.



Recommendation to
HUD's Secretary

] We recommend that HUD's Secretary evaluate how well the new
field structure is working by determining:

--whether functional relationships among headquarters,
regional, and area offices establish accountability and
clear lines of authority;

—-the value and contribution of regional offices to program
management and delivery;

==the cost and benefits of maintaining field offices in all
states, especially in the environment of a declining
federal role; and

—=the relationship between ongoing and proposed policy and
Program changes and any organizational changes.

Agency comments and
our evaluation

HUD's Secretary commented that our report accurately charac-
terized the changes in program direction the Department is experi-~
encing and noted that the present organizational structure may
not. be entirely appropriate to the new direction. Tha Secretary,
however, took issue with our draft proposal to reevaluate the
appropriatuness of the field reorganization by stating that the
additional time needed for such study would only further delay the
process of making needed staffing adjustments. The Secretary com-
mented that the issues of field reorganization have been studied
at. length and believed that the reorganization will address other
issues in the report. The Secretary finalized the proposed field
reorganization on September 8, 1983,

We disagreed with HUD's field reorganization and stated so
in two reports (GAO/RCED-83-100 and GAO/RCED-£3-155) and in our
May 26, 1983, testimony before the House Subcommittee on Housing
and Community Development, Committee on Banking, Finance, and
Urban Affairs. Since HUD has finalized its roorganization, our
draft proposals are now moot. However, we do not believe the
recvganization has fully addressed the problems d.scussed in this
finding. Although we are not recommending that HUD's Secretary
modify, at this time, the new field structure, we do believe the
Secretary should evaluate how well it is working by addressirg
specific points contained in this finding, We have modified the
recommendation to the Secretary accordingly.

Our position is also buttressed by the fact that HUD, as it
notes in its comments, is (1) revising its operational planning
system to provide direction to its field offices and (2) planning
a pilot staffing analysis in the housing area to determine the
types of skills which will be appropriate in HUD field offices.
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Resolution of these actions are fundamental to establishing the
appropriate size and organizational arrangement of HUD field
offices,

Operational plans provide the mechanism for program and
administrative accountability and communication between assistant
secretaries and field office managers. Such accountability angd
communication are particularly important given HUD's organiza-
tional structure which has direct lines of authority from the
field offices to the Secretary. Further, not having completed a
staff analysis, HUD has no sound basis for making staffing
adjustments.

11




Finding No. 2: Enhancing Managerial Leadership, Accountability
for General Management Funct ons, and Continu ty
Within HUD s Top Management Team (See Volume 11,
P- 137)

HUD's Cffice of the Secretary implements major policy
initiatives and, through the Secretary's actions and management
style, sets the tone for managers and staff. This is not to gug-
gest that a Secretary's management style must include overseeing
day-to-day activities. Rather, the Secretary, through his or her
actions and the agency's management processes and systems, demon-~
strates commitment or lack of commitment to effective and effi-
cient management. We believe commitment can be enhanced by (1) an
explicit statement of the agency's goals and objectives which out-~
lines the Secretary's agenda and priorities for the coming years,
(2) specific delegation of authority to a single focal point for
the Department's general management fuuctions, (3) the Secretary
showing support for using and improving HUD's management systems
and processes for decisionmaking, and (4) havirg an effective
system which holds managers accountable for performarice. However,
HUD has problems in each of these areas. Por example:

© While the Department's priorities have be:n articulated
through operating plans, they are not clearly linked to
Secretarial goals and objectives.

0 No ore person, including the Under Secretary, has been
delecated responsibility for overseeing HUD's general
management functions.

O Much of HUD's planning and policy development occurs
through the budget development process as contrasted with a
well-established departmental manag2ment plannirg process
that is clearly linked to Secretarial goals and objectives.

o Essential general management functions are widely dispersed
and need improvement as suggested by the following:

12



Esgsential Maragement Functions Reviewed

Function reviewed 1ajor improvement needed

Budgeting Need ~ etter link budgeting to other
manaeycment processes

Planning Need to systematically coordinate agency
planning efforts

Resource marage.ent Need to reliably project future work
force needs and match staffing needs
with staffing resnurces

Program evaluation Need to coordinate evaluatirn efforts
and monitoring and use evaluation and monitcring
results in decisionmaking processes

Program direction Need to jive HUD's field staffs clear
and - ..iely program guidance

Financial management Need to develoo systzms which support
depa.tmental manajement; protect
against fraud, waste, and abuse; and
promote sound financial decisions

Top managers are political appointees and change with
each new presidential administration. As a result, HUD lacks an
"institutional memory"--that is, the continuity prcrided by senior
executives who understand the causes of HUD's longstanding manage-
ment problems and the implications of alternative solutions.
Since HUD's creation in 1965, the average tenure of Secretaies
and other presidential appointees, such asg Under Secretaries,
Assistant Secretaries, and the General Counsel, has been about
2 years, Furthermore, we found turncves is also high among the
Senior Executive Service staff. For example, recently a key
unit in the Office of Finance and Accourting has had four
Directors in an 18-month period.

Although a new management team brings new policy and program
initiatives and a fresh look at agency problems, people inside
and outside of HUD have said that the frequent management changes
deprive the agency of needed continuity. Officials from govern-
ment and academia, among others, commented that our political
system does not promote continuity, particularly at a level in
federal agencies which can be accountable for results. While we
found a consensus on the need for continuity in HUD's top manage-
ment team, the-e were differing opinions on how the need should
be satisfied.

Tn effectively address the issues of managerial style,

accountability, and continuity, we offer three options, which in
varying degrees address each of the issues.
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The Congress could amend HUD's enabling legislation to
create the position of Under Secrecary for Management.
The position would be filled by a nonpartisan presiden-
tial appointee, having excellent professional credentials
and broad management experience, and be confirmed by the
Senate. This Under Secretary would be accountable, by
law, to the Secretary for developing, maintaining, and
integrating HUD's management systems and the essential
management functions such as management information sys-
tems, budgeting, planning, evaluation activities, and
resource management. Creating such a position would
eliminate the need for an Assistant Secretary for Admin-
istration. The Chief Financial Officer, later recom-
mended in finding No. 3, would then report to the new
Under Secretary. Creating this Under Secretary would
give HUD a professional management capability within the
Office of the Secretary. To enhance the possibility that
an effective Under Secretary for Management would survive
changes in HUD's leadership, the Conaress could style the
proposed amendment after the provisions of the Inspector
General Act of 1978. The act provides that while an
inspector general may be rewmcved from office by the
President, the President must communicate to bothk houses
of the Congress the reasons for such removal.

The Secretary could strengthen the role of the Assistant
Secretary for Administration by delegating to that offi-
cial authority for all general management functions.
Program assistant secretaries and regional administrators
would look to the Assistant Secretary for Administration
as the focal point for integrating HUD's managerial sys-
tems and for assuring efficient and effective performance
of agencywide management functions. To achieve continu-
ity, the Congress could amend HUD's enabling legislation
to give the position permanency similar to what we
suggested for an Under Secretary for Management or make
the position a career-reserved Senior Executive Service
position, filled by a nonpartisan person. The proposed
Chief Financial Officer would also report to the
Assistant Secretary.

The Secretary could create the position of Deputy Under
Secretary for Management. Unlike the other options,
this position would be advisory and would not have line
authority. Thus, the proposed Deputy Under Secretary
would serve as an advisor to the Secretary and Under
Secretary on management issues and would neither have
authority over nor be held accountable for general
management functions. Rather, the Deputy Under Secretary
would counsel HUD's two top executives to balance and
integrate judgments on departmental management activi-
ties. This position could be a career-reserved Senior
Executive Service position, filled by a nonpartisan
person.
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If the Congress creates an Under Secretary for Management,
but does not add continuity to the position, we see merit in
simultaneously creating the position of Deputy Under Secretary for
Management. This way the Office of the Secretary wil: have a pro-
fessional manager accountable for general management functions and
a career civil servant to provide political appointees with a
long-term institutional memory on basic management issues.

Matters for consideration
by the Congress

In deciding how to improve HUD's managerial performance
the Congress may want to consider creating the position of Under
Secretary for Management, strengthening the role of the Assistant
Secretary for Administration, or having the Secretary create the
position of Deputy Under Secretary for Management. We recognize
that a nonpartisan Under Secretary for Management may be a depar-
ture from our traditional political system. However, it offers
2 new initiative for enhancing the managerial leadership and per-
formance at HUD. Creating such a position could also provide a
benchmark for the Congress to use when considering ways to improve
management in other federal agencies.

Agency comments and
our evaluation

HUD generally agreed that there is a need for more managesent
continuity and accountability. HUD preferred strengthening the
role of the Assistant Secretary for Administration and increasing
the involvement of the existing Under Secretary in the Depart-
ment’'s day-to-day management. HUD said that management continuity
could be added by creating a Senior Executive Service position of
Chief Financial Officer, who would report to the Assistant
Secretary for Administration.

HUD's preference is similar to our option two. Strengthening
the role of thr \ssistant Secretary has certain advantages, such
as requiring r¢ .atively little reorganization. However, it may
pProve to be less effective than option 1 in resolving the diffi-
cult issues of managerial commitment and accountability. Using
the Assistant Secretary for Administration and the single Under
Secretary may result in a "business as usual® approach to manage-
ment improvement. Therefore, creating a nonpartisan Under Secre-
tary of Manageient offers more promise for professionalizing and
enhancing nanagement performance at HUD.



Finding No. 3: Improving Accounting and Pinancial Management
(See Volume 11, p. 112)

The financial management information systems that support
policymcking and program implementation have not kept pace -'th
the needs of the Congress or HUD management. Althougi mana_ ‘ent
has initiated a numver of actions to improve these sys-eoms, it
has not fully addressed the underlying causes of its systems prob-
lems. HUD can a4dress these causes by creating a central Airec-
tion for developing [‘nancial management policies and systems and
by improving its long-range planning for automated systems.

HUD's management information systems are not providing
timely and accurate data necessary to establish accountability
for, and control over, housing and community development pro-
grams. Although HUD spends millions each year to gather data,
much of the data cannot be relied upon for controlling and moni-
toring grograms, and some information needed by managers is not
always accurate, is untimely, or is not readily available. For
instance, one insurance loan management system is used to identify
multifamily housing projects headed for financial difficuities,
However, the system provides untimely data and is of limited value
in identifying crends indicating that financial problems are
imminent. Such monitoring is essential because of the number of
projects which default. Cumulative through September 30, 1982,
HUD has written insurance for about 32,000 multifamily projects
valued at about $£2.% billion and, of this number, 13.8 percent
(4,422 projects) have defaulted. This represents about 9.2 per-
cent ($4.9 billion in insurance claims paid out) of the total
multifamily insurance written.

Accounting activities, like program functions, would benefit
from better systems., Although HUD started automating its account-
ing systems in the 1950's, only about 40 percent of these systems
nave been fully automated and most of those automated are obso-
lete. Therefore, extensive manual effort is needed for accounting
functions. Historically, accounting and financial management have
received limited top management emphasis and lower priority in
systems development. The result has been systems that are not

o0 including necessary internal controls to adequately protect
against fraud, waste, and mismanagement;

o using efficient work processes; and

o complying with principles and standards prescribed by the
Comptroller General.

Additionally, accounting deficiencies have consistently prevented
us from expressing an unqualified opinion on the reasonableness of
the FHA fund financial statements. This condition has persisted
despite expenditures of over $27 million from 1975 through 1981

in an unsuccessful attempt to develop an effective automated
accounting system for the FHA fund.
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Recognizing these continuing Probleis, HUD initiated actions
to make its systems more Supportive of the needs of the Congress
and management. These actions included:

--Reducing costs by using more efficient and effective syg-
tesns. For example, by streamlining management systems and
simplifying reporting, HUD expects to save over $2 million
annually.

--Acting to evaluate and improve internal controls. A team
from the Office of Administration and the Office of the
Inspector General performed vulnerability assessments of
HUD's accounting systems and then reviewed, in greater
detail, those considered most vulnerable to fraud and mis-
management. Efforts of thig type will place the Secretary

the Department's internal controls, as required by the
Federal Maragers' Financial Integrity Act (Public Law

Analysis of these management initiatives and their expected
results, past studies, and our review of several HUD systems
showed two underlying causes of system weaknesses:

=-Accountability and Tesponsibility for financial management
is dispersed throughout HUD, leaving no central direction
or focus below the Office of the Secretary. As a result,
program decisions are not always made with adequate
ccasiderat.ion of the financial impacts involved.

data processing goals and objectives in relation to HUD's
changing policies and programs. Also, HUD is not setting
priorities to achieve these goals and objectives or

measuring results through systematic comparative analysis.

The central focus and direction necessary to provide cohe-
siveness among HUD activities and assure adequate consideration of

cial policies and systems. Purther, this individual would be
responsible for establishing accounting and financial management
system integrity through continuation of recent management
initiatives.

The diversity of HUD's programs and their related data proc-
es3ing needs make long-range Planning es. :ntial. Although such
pPlanning is recognized as hecessary for system development, HUD
does not have an adequate plan for acquiring, managing, and con-
trolling its data Processing resources. Ouyr review showed that
BUD's basic Planning process was related to the budget. Beyond
the budget, we found no long-range goals or objectives for data
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processing. The last such long-range plan was prepared in 1978 as
part of HUD's efforts to upgrade its central computer facility.

The following example illustrates the need to maintain the
long-range planning process. In April 1977, HUD decided to auto-
mate the process for underwriting single-family mortgage insur-
ance. The project was to be completed in 1980 and cos. about
$2 million. 4UD planned to develop a system to handle insurance
applications, iacluding automating the process for property
appraisals, mortgage credit analyses, and data interface with
other automated systems. By Decembe. 1982, HUD's development
costs were about $7 million (with expected future development
costs of $4 million). However, in the midst of these undertakings
HUD began to allow appraisals and some other mortgage processing
functions to be provided by the private sector. Because HUD's
management did not maintain its formal planning process, it did
not begin to make system changes until after the developmen. costs
and workload had already changed.

Recommendations to
HUD's Secretary

Because of the nature of the changes needed, we are making
both short- and long-term recommendations.

For the short-term, we recommend that HUD's Secretary:

--Establish a Chief Financial Officer with clear responsibil-
ity and accountahility to establish financial policy and
provide a central focus to develop improved financial
management systems.

-=Correct identified internal control and financial
management system deficiencies.

FPor the long-term, we recommend that HUD's Secretary:

--Centralize financial management policy development under
the Chief Financial Officer.

==Continue efforts to restore integrity to the Department's
financial management systems by enchancing internal
controls.

--Streamline the processes used to accomplish accounting
functions.

--Develop accounting systems which comply with the principles
and standards established by the Comptroller General. The
objective should be to establish accounting systems capable
of providing timely, accurate, and comprehensive informa-
tion and serving as a basis for reporting on the adequacy
of internal controls as required by the Federal Managers'
Financial Integrity Act.
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=-Enhance financial management information system improve-
ments and future automation by establishing a long-ternm
automated data processing Planning and control process. As
part of this process, the Secretary should assure that:

-~Existing and proposed automated systems are neceg-
sary, feasible, and cost effective. Those systemsg
which cannot perform their intended purpose in a
cost-effective manner should be discontinued.

~-User needs and administrative burdens are adequately
considered during system development.

--Efforts to develop modern automated systems are
continued.

Agency comments and
our evaluation
“

HUD generally agreed with the need for improved financial
management and stated that it has now taken a number of steps
along the lines we recommend. These steps include completing a
Financial Management Study which addresses many financial manage-
ment problem areas in headquarters. Also, efforts are continuing
to improve internal controls. HUD also stated that we neglected
to recognize that its management information systems support
program as well as accounting operations.

While we recognize the benefite HUD expects from its improve-
ments to date, we believe the establishment of & Chief Pinancial
Officer is essential to addressing the underlying causes of finan~
cial system problems. Also, in Volume II, chapter 4, and in this
finding, we point to the importance of management information sys-

this regard, we cpecifically point out in this finding problems
BUD has in providing timely, accurate, and meaningful information
for managing program operations. Our recommendations for improv-
ing financial management systems explicitly incorporate, as one
subset, management Systems used for program operations,
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Finding No. 4: Developing a Department-Wide Planning Process
(See Volume 11, p. 37)

Planning and budgeting must play an important role if HUD
is to successfully marnage the transition from programs stressing
production and growth to those emphasizing cost control, waste
reduction, and reliance on private sector assistance. T sever,
HUD's reliance on the budget development process as . ... ..:ism
for direction and control has not served as an effective substi-
tute for needed systems to plan, develop policy, and communicate
Secretarial expectations.

HUD is developing a new management plan process. While it
is tco early to predict whether the new process will adequately
address all planning needs, it offers the opportunity to use stra-
tegic planning--multiyear Secretarial goals, realistic program
objectives, and annual program priorities. The new process can
also serve to establish the framework for budget formulation,
annual operational guidance, and budget execution monitoring.
Further, it can serve as a first line of communication with
managers and employees at all levels and help provide more useful
and timely data to HUD's clientele, legislators, and other
interested parties.

HUD should also use the new process to specify achievable
objectives and, over time, build evaluative data and information.
Such an approach can strengthen the analytical base needed for
making future decisions relating to specific objectives and,
ultimately, fcr developing policy, presenting legislative and
budgetary proposals, and monitoring results.

Our specific observations concerning the need for a
systematic planning process include:

O No entity within HUD develops or is accountable for
agency-wide planning.

o HUD's 1982 operational plans for field office direction
(1) poorly defined some priorities, (2) contained priori-
ties which conflicted with other guidance, and (3) were
underutilized by top managers to hold staff accountable,
Por example, a field office met a Secretarial priority of
increasing debt collection on a HUD loan program by expe-
diting other HUD payments to the debtors, portions of which
they then used to pay interest Jue HUD.

o HW'IN's programs are usually implemented without the benefit
of a systematic planning approach. No formal proucedures
for program planning exist and top management support for
planning is not strong. The result is ad hoc and uncoordi-
nated planning. Por example, the transfer of the Small
Cities Block Grant Program to the states will affect field
office staffing needs, monitoring policies, and program
administration, yet we could not find any plan which
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considered these issues. Similarly, major changes in pro-
gram direction--from housing production to relying on pri-
vate sector support--can significantly affect staff skills
and information system support.

© The absence of a systematic approach to policy development
has increased the risk of programs being designed which are
not easily managed or are susceptible to fraud, waste, and
mismanagement. For example, while HUD's housing voucher
proposal was the product of research, discussion, and study
including alternative approaches, analysis of what was
needed in terms of resources and staffing was absent.

© The need for long-range program planning is demonstrated
by looking at one of Hin'e guaranteed loan programs.
Under Section 221, mortgagees can transfer to HUD loans in
their 20th year and receive interest bearing debentures.
In the multifamily area there are over 7,000 such mortgages
assigned to HUD which we estimate could result in HUD pay-
outs in debenture principal and interest of up to $6.9 bil-
lion in the next 30 years. Also, %here are over 400,000
such loans on single-family homes. We found no plan
which fully disclosed the potential impact on HUD outlays,

HUD would benefit by using a department-wide planning proc-
ess, It could strengthen budget development, program planning,
policy development, operational guidance, and budget execution
monitoring.

Recommendation to
HUD's Secretary

We recommend that HUD's Secretary build on existing efforts
to improve planning processes by developing a department-wide
planning system. This system should establish accountability for
department-wide planning and include

--a multiyear Secretarial strategic plan,

-=-policy development procedures,

~=program planning guidance,

-—operational plans, and

=-~budcet execution monitoring.

'HUD proposed in its 1983 housing authorization bill to (1) elimi-
nate the buy-back provision authorized under Section 221(qg)(4) of
the National Housing Act and (2) vest Government National Mort-
gage Association with the authority for receiving, servicing, and
disposing of assigned Section 221 mortgyages.

21



Agency comments and
our evaluation

HUD agreed that its budgeting process should be more closely
linked to other management processes. HUD stated it has taken
steps to do this. HUD also stated that its budget process was
never intended as a substitute for other planning.

HUD added that our report contaired a fundamental confusion
about the nature of planning. In this regard, HUD noted that in
its view there are two distinguishable kinds of planning with
which our report is concerned. The first is that of long-ternm,
agreed-upon, and carefully articulated goals and objectives. HUD
points to goals and objectives reported to the President and its
ongoing attempts to refine these goals within the context of
existing and proposed legislation. The second kind of planning
HUD notes at issue is operational plenning, including budget and
management planning for allocating resources. HUD agrees with
our report that the second kind of planning processes need to be
brought together and that it has been working on developing a new
management plan and resource allocation system.

During the course of our review HUD did provide to the
President a mid-term review document which sets forth HUD's objec-
tives. The objectives, however, were not included in HUD's budget
justifications nor linked to the "Secretarial Priorities” included
in the operating plan provided to the field offices. As a result,
the operating plan was underutilized by headquarters as part of a
total system for measuring operational efficiency and holding
subordinate units accountable.

HUD also disagreed with three examples we cite to demonstrate
that the agency needs to improve its planning processes. In each
example--the Vouchers Program, the Small Cities Block Grant Pro-
gram, and Section 221 mcrtgages~-HUD stated that planning has not
been absent or inadequate, nor has HUD been remiss in notifying
Congress of impending problems. Regarding the use of housing
vouchers, HUD also stated that the example included in this volume
was not consistent with that contained in Volume II. HUD further
stated that the "political process" has a larger impact here than
our report acknowledges.

In response, our review showed that overall HUD does not
have a formal, written procedure that imparts to agency managers
uniform requirements for planning. While planning was per formed
in each of the above-mentioned programs, it was of dissimilar
quality and scope. We attributed this to a lack of departmental
planning requirements. In the case of housing vouchers, we have
revised this volume to show that HUD's proposals were the product
of research, discussion, and study including a comparison of
alternative approaches to housing low- and moderate-income per-
sons. However, HUD did not consider what would be required in
the way of resources and staffing to effectively implement a
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vouchers program, Determining the likely impacts that new
policy initiatives will have on organizational operations should
be an integral part of a systematic planning process.

Similarly, we found program planning deficiencies in HUD's
implementation of the Small Cities Program. While HUD's program
staff told us that transferring this program to the states -ould
significantly affect HUD's field workload and staffing needs,
we could not find a HUD plan which dealt with these management
issues. HUD stated in its comments that no formal, lorg-term
pPlanning existed for the transfer because HUD could not anticipate
the exact legislative changes. We recognize it is generally not
possible to predict precisely the legislative requirements which
the Congress will mandate; however, a primary purpose of planning
is to allow an organization to anticipate future occurrences so
that it can better deal with the ever:ual change. To address
change only after it occurs presupposes a reactive or ad hoc
apprcach to management.

Concerning Section 221 mortgages, HUD disagreed that it was
either an example of a planning deficiency or of HUD's not fully
disclosing to the Congress the mortgages' potential contingent
liability to the government. HUD added that it has continuously
sought to bring this matter to congressional attention and has
succeeded in getting proposed legislation to provide for direct
sale through GNMA of assigned mortgages as they come due.

In response we have revised our report to explicitly
recognize that HUD has spearheaded the proposed legislation which
would (1) eliminate the buy-back provision authorized under Sec-
tion 221(g)(4) of the National Housing Act and (2) vest GNMA with
the authority for receiving, servicing, and disposing of assigned
Section 221 mortgages. However, the issue of full budgetary
disclosure regarding the potential cost impact of the 221(g)(4)
assignment provision remains. In this regard HUD, in its 19384
budget justificaticn, "assumes the enactment of legislation which
would eliminate the buy-back provision authorized under Section
221(y)(4)." However, the budget presentation is not clear regard-
ing the potential long-term cost for (1) existing Section 221
mortgages for which legislation could not retrospectively apply
and (2) future cost, should legislation not be enacted. Simi-
larly, HUD has not developed an alternative management plan should
legislation, which would turn responsivility for servicing and
disposing of assigned Section 221 mortgages over to GNMA, not
pass.

In summary, in discussing and reviewing the planning systems
and processes HUD uses as a means for providing direction and
control, we found two. The first and primary one was the budget
process. The second, discontinued during our review, was an
operating plan which translated budget decisions into "Secretarial
Priorities” with associated field office orqanizational responsi-
bilities and resource commitments. Neither of these provided a
systematic approach for (1) communicating agency-wide direction

23



chosen by the Secretary, (2) developing policy alternatives, or
(3) establishing program direction ani feedback.

Our recommendations for improving HUD's pianning process
build on HUD's existing efforts to develop a management plan--a
plan which has as its key elements the aspects that HUD suggests

are confused in our report.
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Finding No. 5: Budgeting and Legislative Processes Affect HUD's
Management (See Volume II, p. 53)

Consequences associated with short budgyet and legislative
cycles, coupled with delays in funding, contribute to problems for
HUD management. The short legislation-authorization periods for
many HUD programs permit a short-term focus and uncertainty beyond
the authorized period. Since the Primary focus is on the annual
cycle of events, HUD program minage-s and program recipients do
not systematically consider long-range planning. Further, delays
in receiving appropriated funds, a common problem for HUD and many
other agencies, also contribute to late communication of
budgetary priorities to orogram staff.

HUD experienced late enactment of appropriations bills 19
times in the 21-year period from 1962 to 1982. Consequently, ope-
rational guidance and program implementation were delayed. Late
funding not only hampers agency managers in setting priorities and
allocating resources but also affects the people HUD serves., FPor
example, delayed funding prevents many of the nation's 2,700 pub-
lic housing authorities from operating efficiently. These author-
ities received subsidies totaling about $1.2 billion in fiscal
year 1983 to pay for utilities, maintenance and security for the
over 1 million families they house. The uncertainty surrounding
delayed funding prevents authorities from engaging in meaningful
budget planning which increases the risk of poor security and
further deterioration of buildings and equipment.

The uncertainty caused by short-term budget and legislative
cycles and delayed authorizations and funding has also adversely
affected HUD's ability to perform lorg-range planning. Th2 need
to plan for the long-term implications of HUD programs is
growing. For example:

© The success of HUD's proposed Housing Vouchers Program,
slated to replace the Section 8 Program, may depend on
the prices and nature of the future rental housing supply.

© Grants for rehabilitating rental housing can displace
families, causing hardship for these families and other
unintended side effects.

Time constraints of the budget process also affect policy
development. Meeting budget deadlines may force incomplete or
unacceptable policy proposals. For example, a senior official in
HUD stated *hat time constraints prompted HUD to submit to OMB
and the Congress a housing voucher proposal which HUD knew was
not the best possible product. While we could not determine why
the Congress did not approve this proposal, it is c¢lear that short
time frames contributed to HUD forwarding an incomplete proposal,

From an agency's perspective, these problems are largely
unavcidable and can be solved only by changes to the external
processes. These changes may require a long-term focus, but their
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ne2d has been recognized as evidenced by recent budget reform
debate. We have previously reported that government-wide priority
should be attached to better multiyear budget planning to achieve
long-term budget control.?2 Some of the actions previously
proposed include

--multiyear legislative authorizations instead of 1-year or
no-year authorizatiocns,

--clearer statements of policy and program objectives in
authorizing legislation, and

--extended time horizons of information in che budget to
facilitate more foresighted planning.

Matters for consideration
by the Congress

HUD provides the Congress with a useful case study when
considering federal budget reform issues such as biennial budget-
ing and multiple-year authorizations. The short-term nature of
the budget process, in part, hampers KUD's ability to plan its
programs effectively, inhibits operational guidance, and leads co
incomplete policy development. Frequent funding delays cause
delays in program guidance and disrupt agency operations.

Agency comments and
our evaluation

HUD deferred commenting on the budget process issues we sug-
gest the Congress consider. HUD added, however, that it was not
alone in feeling constraints on operational planning because of
budget deadlines.

2rederal Budget Concepts and Procedures Can Be Further
Strengthened (PAD-81-36, Mar. 3, 1981).
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Finding No. 6: Improving the Analytical Data Base Used to
Sugggrt Budget Development and Execution
Monitoring (See Volume II, p. )

Tr> “"analytical base"” of the budget is the complex mix of
quantitative information needed to support the Department's budget
development and to monitor and analyze the execution of programs.
Changes underway in the three major components of the base--
accounting and financial, resource management, and evalua“ion

data--appear to be positive steps to inciease the credibility of
HUD's budget.

O Managament is moving to improve the consistency and accu-
racy of the analytical data by standardizing and upgrading
HUD's accounting systems (see finding no. 3).

© Based on a recent study to assess major components of the
HUD resource management system, including the work measure-
ment system, management decided to revise the system used
to justify staffing requirements.

0 HUD's Secretary, recognizing the need for improved coordi-
nation and greater use of program evaluation in decision-
making, has called for greater central direction and
increased coordination.

Currently, however, preparation of budget data requires
extensive manual effort. HUD's 58 appropriation accounts are
controlled by many accounting systems. At the time of our review
these systems included

--the Federal Housing Administration fund system which had
three major automated segments with 1% subsy~tems under
development or planned;

—-three major automated systems which included some manual
aspects and collected data on 30 appropriation accounts;
and

--27 manual systems which collected data on HUD's other
appropriation accounts.

These systems limit HUD's ability to respond to special data needs
and requests because they are not fully integrated and information
must be compiled manually. For example, budget reports on program
activities cannot be compared to planned accomplishments until
several weeks after the reporting period.

Accuracy or unavailability of data is another financial
management information systems problem that affects the budget
process. Managers in HUD, the Office of Management and Budget,
and ccngressicnal committee staffs all cited the inaccuracy or
unavailability of HUD accounting data as a longstanding problem,
For example, HUD's budget process is not fully integratcd with
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accounting for salaries and expenses. Although these costs exceed
$500 million annually, HUD does not allocate these costs to pro-
gram appropriation accounts. Instead, HUD uses two nonintegrated
systems for employee time reporting:

--The payroll system accurnulates cost data based on the
organizational structure.

--Th2 employee time reporting system accumulates data based
on workload items.

Consolidating these systems in a way which would identify
appropriation program accounts would provide HUD a basis for allo-
cating overhead costs for all p. ograms. Currently, only costs of
Federal Housing Administration programs are allocated. The full
costs of operating many HUD programs are not readily available.

At the time of ocur review, HUD was developing a system to
compute work force needs based on workload estimates and current
work standards. Because the new system is under development, it
is too early to tell if it will provide the information needed to
effectively support the HUD budget process.

In HUD's development and implementation of program evalua-
tion, we found evidence of efforts to link evaluation to the deci-
sionmaking process and to make evaluation timely and responsive.
It is clear that the Secretary has called for program evaluation
to play a more important role in decisionmaking. However, the
quality of HUD program evaluation has not progressed to the point
where it can be a meaningful contributor to budget analyses and
monitoring. The budget process needs timely and appropriate
analytic information to assist decisionmakers in making resource
allocations and other policy judgments. An effective evaluation
function can supply such information.

One of the most important uses of the analytical base is to
monitor and analyze program and financial data and compare this
data with budget an? operational plans. However, budget execu-ion
monitoring was limited because of the problems listed above and
because:

o No centralized function exists at the Department level to
assess program performance.

o Budget offices only monitor gross outlays and obligations,
largely for overall budgetary control purposes.

Budget execution monitoring is not only consistent with but
an important part of a management philosophy to strengthen cosu
contrnls., It can nrovide a systematic approach for holding
managers accountable by comparing program performance against
plans through variance analysis, and providing input to top
managers to adjust future program and funding goals.
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Recommendation to
HUD's Secretary

We recommend that HUD's Secretary enhance the analytical base
of the budget by:

--continuing efforts to develop and improve financial
management systems that integrate budgeting and accounting,

--developing a system to obtain the informatijon necessary to
determine and allocate workforce requirements and assess
productivity, and

--using program evaluation data more systematically in the
management decisionmaking process.

Agency comments and
our evaluation

HUD commented that efforts are well underway, as the
report points out, to improve systems, integrate budgeting and
accounting, and develop information necessary to allocate
staffing,

HUD disagreed with our position that accumulating salaries
and expenses in a single account limited the availability of
information for budget and internal management purposes., HUD also
stated that budget justifications were discussed in detail by
organizational element.

We have revised our report to recognize that funds for sala-
ries and expenses are appropriated in a single account. Further,
RUD's efforts to integrate its tudget and accounting systems are
positive. However, HUD's response does not address our point that
it is desirable to fully disclose the costs of operating HUD pro-
grams. While the Congress has established a number of appropria-
tion accounts to control HUD programs (see Volume II, appendix X),
HUD does not allocate the salaries and expenses account to most
programs. Therefore, the full cost of operating these programs is
not readily available. As both the Congress and HUD management
must make decisions on the viabilitiy of programs, the inability
to tie expenditures to specific areas or programs limits support
of budget justifications and the information available for
internal management.
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Finding No. 7: Expanding and strcnithcnlng Budget Justification
to Enhance Congressional Control (See Volume ’
R O7

Congressional control of the federal budget is strengthened
when there is full and accurate disclosure of current and pro-
jected future costs and contingent liabilities resulting from pro-
gram actions. The magnitude, design, and the funding practices
associated with certain aspects of HUD's budget presentation
create control problems.

o HUD's long-term commitments for assisted housing programs
have created obligations for future outlays of rearly
$206 billion.

o HUD has a contingent liability of about $280 billicn in
guaranteed and insured loans-~-well over half of the federal
government's total contingent liability.

o HUD has (1) indefinite periods in which to obligate some
funding and (2) permanent contract and borrowing authority
which are reconstituted without congressional action.

o Tax advantages used with HUD programs can result in federal
revenue losses.

One of the features of HUD's budget that affects controlla-
bility is the large commitments the federal government has made
through HUD programs which must be paid off in the future. Most
of HUD's $206 billion in future obligations is in the subsidized
housing area. These amounts require special scrutiny by HUD
management and the Congress because the obligations may not be
firm and, therefore, may overstate the need for funding. Por
example, OIG's March 1982 semi-annual report to the Congress
disclosed that RUD had obligated over $15 billion for 15 months
or longer, without starting construction on 2,600 multifamily
projects.

HUD's contingent liability for guaranteed and insured loans
allows HUD to use permanent borrowing authority to draw down on
Treasury funds to satisfy its commitments. While the amounts of
guaranteed and insured loans are identified in the budget, certain
program provisions should make HUD management and the Congress
increasingly aware of the budgetary impact. For example, the HUD
budget does not fully disclose the potential impact on HUD of
outlays for certain mortgages that could be assigned to HUD., We
estimate that for the approximately 7,000 multifamily mortgages
assignable to HUD by the year 2003, HUD could be required to pay
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out as much as $6.9 bilgion in debenture principal and interest
over the next 30 years.

Congressional control of the HUD budget is further limited
by large unobligated balances available from year to year and by
large amounts of obligational authority not controlled in the
appropriation process. During fiscal years 1979-83, for example,
HUD estimated that its unobligated balances ranged from $10 bil-
lion to $22.6 billion. These amounts represent both carryovers
from no-year funds and deobligations. If it desired, the Con-
gress could provide that such funding lapse, be rescinded, or
decrease the amount of funding in any particular year. Because
such actions could be interpreted as a way to decrease prQgram
funding, it may be politically difficult to achieve them. Ano-
ther alternative would be to change the no-year funding to annual
or multiple-year funding. We generally support timed funding
unless there are compelling reasons to provide funds until
expended.

The assisted housing area is another example of funding
practices which limit congressional control. From 1937 until the
Congressional Budget Act of 1974 was enacted, the Congress gave
HUD approximately $2.9 billion in permanent contract authority to
make long-term commitments. HUD then reuses the amount of avail-
able contract authority--first generated by payment of obligations
on contracts entered into prior to 1974. Further, this rejuve-
nated contract authority can be transferred into budget authority
in an amount 40 times greater than the original contract author-
ity. This occurs because HUD uces this authority to enter into
contracts for up to 40 years.

The Congressional Budget Act of 1974 requires all new budget
authority to be subject to annual congressional budgetary con-
trol. However, a2s stipulated in that act, any permanent contract
authority available prior to enactment of the 1974 Budget Act,
including HUD's old permanent contract authority, may still be
used without being subject to this annual control. The Congress
loses control because the contract authority, which is generated
by payment of obligations on contracts entered into prior to the
act, automatically becomes available to HUD.

iso, the cnst of some HUD programs is not fully disclosed
to the Congress. For example, HUD programs permit public housing
authorities to issue tax-exempt bonds. However, Treasury tax
receipts are substantially reduced as a result of outstanding

3our estimate is based on assumptions further described in our
October 24, 1983 report (GAO/RCED-84-40).

4The Urqeng Supplemental Appropriation Act of 1982 (Public Law
97-216) limits HUD's ability to terminate the reservation of
contract authority under certain circumstances.
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tax-exempt securities issued by the public housing authorities.
These securities exceeded $10 billion as of May 1982. HUD would
need Treasury's assistance to determine the projected reduction of
Treasury receipts.

Recommendation to the Congress

We recommend that the Congress require HUD to expand its
budget justifications to fully reflect (1) all material aspects
of uncontrollable costs and (2) the budgetary consegquences of
programs on future agency funding needs and on federal tax
collections. The Congress could do this by:

--requiring HUD to submit a credit budget (1) summarizing all
credit activities, (2) identifying situations which could
materially affect HUD management and future funding, such
as mortgages which can eventually be assigned to HUD, and
(3) laying out basic assumptions on economic conditions
such as mortgage interest rates and loan default rates;

--requiring HUD to obtain Treasury assistance and report
expected losses of federal revenues on funding
activities such as tax-exempt notes; and

--reassessing HUD's need for permanent contract authority
for selected programs.

Recommendation to
HUD's Secretary

We recommend that the Secretary examine those obligations
which may not be firm commitments and make appropriate deobliga-
tions to improve the credibility of HUD budget estimates and to
free unneeded funding.

Agency comments and
our evaluation

Concerning our recommendations to the Congress on increasing
and enhancing the HUD budgetary information, HUD stated it did
not believe that adding more material to budget justifications on
the Department's long-term costs and contingent liabilities would
help. HUD also stated that it accounts for and justifies all
pre-1974 contract authority and that the Congress releases such
authority in appropriation acts. HUD said it did not disagree
with cur recommendation to review its obligations. It stated,
however, that our report overlooks restraints on the deobligation

process.

Our recommendation that the Congress require certain addi-
tional material in HUD's budget justification is based on the per-
spective of overall federal budgetary control. For example, as we
pointed cut in figures 3-4 and 3-5 (Volume II), HUD's obligated
balance is over 40 percent of the total federal halance; and HUD's
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guaranteed loan balance is well over 50 percent of the federal
total. A relatively uncontrollable budget of HUD's magnitude
limits the government's choices concerning distribution of funds.
Further, as we discussed, HUD's budget does not fully disclose
various budget and economic conseqguences of HUD's loans and loan
guarantees. Reduced revenues and increased tax costs due to
future loan defaults are two examples. The Congress needs such
information to make informed budget decisions.

Regarding the issue of pre~1974 contract authority for
assisted housing, we recognize that the 1974 Budget Act excluded
pre-~1974 permanent contract authority and that HUD does include
this authority (not the expanded amount) in the budget figures it
sends to the Congress. However, because of the materiality of the
expanded amount of pre-1974 authority and its effect on the con-
trollability of HUD's total budget, we continue to believe that
congressional budget analysts and decisionmakers should be pro-
vided more complete budget justifications reflecting the budgetary
and economic implications of the assisted housing program.

HUD further stated that the Congress releases pre-1974 budget
authority in appropriation acts. We disagree. Pormanen:t contract
authority provided before passage of the 1974 Budget Act is avail-
able without congressional action. While prior years® authority
is considered in determining an agency's new budget authority
needs, it is not necessary to include such funds in amounts appro-
priated. Therefore, it is not controlled in the annual budget
process.

HUD also commented that we overlooked congressional
restraints imposed on the deobligation process which limit HUD's
ability to deobligate certain funds. We have revised our report
to recognize that the Congress restrained HUD's ability to termi-
nate a reservation of contract authority. Nonetheless, obliga-
tions which are not firm commit budget authority unnecessarily.
Since there is competitior for budget authority, not only with
HUD's budget but within the total federal budget, the requested
amounts of obligations from year to year affect decisions about
the allocation of budget authority. This underscores the contin-
ued need by HUD's management and the Congress to review obliga-
tions which are unlikely to result in funds being expended in the
near future.

Comments raised by HUD regarding the impact of contingent

liabilities of the Section 221 Program were addressed under
finding number 4.
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Pinding No. 8: Providing Effective and Timely Guidance to Field
Offices and Program Participants (See Volume II,
p._88)

HUD does not provide its field offices with accurate, clear,
and up-to-date guidance for delivering programs and monitoring
grantees and other performers. Handbook instructions, especially
for housing programs, are often poorly written, obsolete, and not
timely distributed. As a result, there is little assurance that
HUD's programs are being efficiently and consistently adminis-
tered and confusion exists among users regarding program handbook
requirements. The Department has not provided effective program
guidance and this is part of a general pattern of poor commu-
nications between headquarters, regional offices, and area
offices.

Program instructions do not reflect the overall agency prior-
ities and direction desired by the Secretary and top management.
Part of the reason for this is the cumbersome process by which
instructions are drafted, reviewed, cleared, and diatributed to
users. Instructions can take many months to develop and
distribute.

o Sometimes program instructions are poorly written which
confuse those who rely on HUD guidance for direction and
policy. A significant problem in many handbooks is their
organization. Matters of policy are embedded in detailed
procedures, with procedural direction scattered throughout
unrelated sections. Another problem iz the large number of
obsolete handbooks. In 1982, for example, Office of Hous-
ing staff identified 89 instruction manuals for cancella-
tion. Also, some older manuals have been revised dozens of
times by issuing piecemeal changes. These revisions need
to be consolidated to improve clarity and understanding.

o The Depar:iment's clearance process is often cited by pro-
gram officials as being the chief culprit for long delays
in issuing instructions. A single office can unreasonably
prevent timely clearance of documents.

HUD managers acknowledge these problems and efforts are being
made to improve. Some instructions are being rewritten and clear-
ance procedures are being tightened under a new system. However,
substantial improvement is hampered by the relatively low priority
accorded these issues and frequent program changes which require
new instructions.

Recommendations to
HUD's Secretary

We recommend that HUD's Secretary:
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--Expand the use of internal editing staff to rewrite
existing instructions.

-~Involve users, such as field office staff, in the
preparation of instructions.

~=-Establish a central accountability point to oversee

compliance with streamlined departaental clearance
procedures.,

Agen COmments and
our evaluation

HUD agreed that it has continuing problems with providing
clear and timely program delivery guidance to HUD field officas
and program participants. HUD is taking some corrective actions
such as eliminating obsolete or redundant guidance, simplifying
handbooks, and speeding the clearance process. We believe that
the actions HUD has already taken, along with implementing our

recommendations, should significantly improve HUD's performance
in thisg area.
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FPinding No. 9: Measuring and Monitoring Program Performance and
Results isee Volume 11, p. )

Monitoring program participant performance is a priority and
positive steps have been initiated to overcome past problems. HUD
is not, however, cffectively evaluating the performance of its
field staff and continues to have difficulty in monitoring program
delivery by its grantees and other performers.

o0 On-site reviews of HUD's field performance, which are the
basis for measuring the quality of work and thus establish-
ing accountability, suffer from a myriad of problems. For
example, HUD has not developed standards for reviewing per-
formance and has no consistent strategy to systematically
review headquarters program offices and field offices.
Further, headquarters review teams lack incentives to
report serious program deficiencies since the teams are
drawn from offices that design the programs. As a result,
the guality of review reports varies, and managers are
missing an opportunity to hold field offices accountable.
HUD is currently examining OIG recommendations for
improving the review process.

o In response to persistent reports on monitoring deficien-
cies, HUD's Committee on Fraud, Waste, and Mismanagement
studied and reported on issues relating to HUD's monitoring
of program participants. The Committee stressed the need
to improve staff capabilities by providing more effective
guidance and training, placing more priority on the impor-
tance of monitoring, and clarifying the role and purpose of
monitoring.

Regarding the Ccamittee's work, some important issues were
not effectively addressed by HUD. These include

--improving staff capabilities anc¢ clarifying what is to be
expected from monitoring,

-~getting priorities which emphasize the quality rather than
the quantity of monitoring, and

--using sanctions as a tool for holding grantees and other
performers accountable for their actions.

Recommendations to
HUD's Secretary

We recommend that HUD's Secretary improve performance reviews
by:

-~developing standards and guidelines for reviews to obtain a
reascnable level of consistency and comparability,
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--adopting a plan for reviewing offices and programs that
considers resource limitations and concentrates on serious

problems, and

==-including headquarters program offices in the universe of
offices reviewed.

We also recommend that the Secretary improve monitoring by
adopting the recommendations made by his Committee on Fraud,
Wasts, and Mismanagement. Particular attention should be given to
clarifying the role and expectations of monitors, given the nature

and direction of HUD's programs.

Agency comments and
our evaluation

HUD agreed with our recommendations on improving its monitor-
ing of proaram participants and its on-site performance reviews
and is attempting to correct the deficiencies we cited.
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Pinding No. 10: Assuring That Program Problems Uncovered From All
Sources Are Effectively Corrected (See Volume II,
El §§s

HUD does not systematically analyze or set priorities for
resolving and overseeing actions taken in resporse to problems
uncovered by the many reviews, audits, and evaluations of HUD
programs and procedures. Each year, thousands of findings are
reported in reviews and audits by us; outside interest groups;
the Inspector General; independent public accountants; on-site
reviewers; and monitoring reports and assessments by HUD staff on
fraud, waste, and mismanagement issues. These findings relate to
virtually all aspects of managerial behavior--the Inspector Gene-
ral alone reported over 8,000 findings for the 12-month period
ended March 31, 1982,

HUD lacks a focal point to consolidate and analyze deficien-
cies reported from all sources, set timetables and priorities for
resolution, and develop a department-wide mechanism for tracking
and controlling findings and ensuring progress toward resolution.
Such a system would also provide insights to identify major causes
of program problems and might suggest ways to avoid future
manageme:nt deficiencies.

GAQ found such regurring management problems as:

© Inconsistent resolution of findings. For example, HUD
program staffs gave more attention to resolving findings
in audit reports by the Inspector General, GAO, and inde-
pendent public accountants than findings reported from
headquarters and regional office review of field office
performance.

o Questinnable management efforts to correct underlying defi-
ciencies. Por example, the Inspector General has reported
that agency managers frequently fail to take corrective
action despite promises to do so,

Inconsistent finding resolution, coupled with the volume of
reported deficiencies and the cost to correct each problem, sug-
gests a need to better manage the process of clearing findings.
Such a process could involve ranking findings from all sources,
setting timetables for completion, developing uniform standards
for clearance, and evaluating corrective actions in the corntext of
a total departmental strategy. Responsibility for following up on
findings should be fixed at a top management level to assure
prompt and serious attention to correcting deficiencies.

Recommendation to
HUD's Secretary

To improve the process of resclving deficiencies, we recom-
mend that HUD's Secretary develop a system to set priorities and
time frames for responding to deficiencies from all sources aid
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establish a focal point for assessing and reporting on the
progress toward resolving findings.

Agency comments and
our evaluation

HUD stated that our recommendations wili be effectively
addressed by its efforts to improve internal controls in response
to OMB Circular No. A-123 and the Pederal Managers' Financial
Integrity Act. HUD said that its new system of internal controls
incorporates all known reviews, audits, and evaluations in
determining vulnerzble areas.

While we support HUD's efforts to improve its internal
controls, we continue to believe our recommendations are needed
to improve the usefulness of audits and reviews to HUD manage-
ment. First, HUD's system is still being developed and will not
be fully implemented until sometime in fiscal year 1984. Second,
while the system is designed .o categorize and rank audit and
review findings, it will not necessarily establish accountability
and timeframes for corrective action, as we recommend. Further,
the system will exclude findings relatirg to policy matters, since
the internal control standards adopted pursuant to the Federal
Managers' Financial Integrity Act are not intended to cover agency

policymaking.
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Finding No. 11: Developing Staff Skills to Improve Program
Delivery (See Volume II, p. 102)

HUD continues to have problems in developing the right skills
and expertise for many of its program areas. Rapidly changing
organizational needs, coupled with workload changes and clerical
shortages, are further straining HUD's efforts to improve its
staffing. Various staffing inadequacies continue to take their
toll on HUD's ability to monitor its programs and grantees for
fraud, waste, and mismanagement and to provide technical
assistance to grantees and other performers.

o Over the past several years we, the Inspector General,
and others have consistently attributed many of HUD's pro-
gram delivery problems to inadequate and poorly trained
staff. Por example, (1) HUD's Fraud, Waste, and Mismanage-
ment Committee cited inadequate skills as a major reason
for poor monitoring, (2) an official participating in a
conference of community planning and development directors
concluded that RUD's most pressing organizational issue
is the placement of staff in the right position to meet
changing needs of the Department, and (3) in one area
office HUD was spending more than $1 in salary costs for
each dollar collected and a contributing factor may have
been the acknowledged poor training of debt collectors.
Our discussions with area and regional program staff showed
that staff training was a critical field office need, a
reflection that field personnel are not prepared to meet
HUD's changing policy and program direction. Groups served
by HUD programs also cited statfing inadequacies as a major
HUD problem.

o HUD does not forecast long-range personnel regquirements
department-wide. Current planning estimates are short
rznge and occur only as part of t annual budget process.

o HUD does not formally assess training needs or evaluate
traininrg results. Consequently, it cannot determine it
current training efforts improve staff canabilities. Such
efforts are crucial to HUD's success in shaping a workforce
to meet changing program directions.

Management recognizes the need for a systematic planning
approach to determine long-range staffing needs and guide its
efforts in improving staff capability. A study team was proposed
to analyze Housing's staffing and skill needs and assess training
requirements. This study represents an opportunity for management
to integrate needs and requirements with operational plans.

Recommendation to
HUD's Secretary

Improved staff skills through training and other staff
development activities is an important management activity which
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transcends the typical tenure of politically appointed managers.
HUD needs to develop a long-range focus on staff development if
program delivery constraints are to de effectively addressed. To
improve staff resources over the long term, we recommend that
HUD's Secretary:

--Establish a staff development planning program linked to
overall organizational planning, which will coordinate
departmental efforts to forecast personnel needs.

--Integrate staff needs assessments with program
implementation plans.

--Develop an aggressive training needs assessments program,
including periodic trairinc evaluations.

Agency comments and
our evaluation

HUD said that it is planning, on a pilot basis, to analyze
staffing ski®ls and needs in the housing arza. 1If successful,
HUD said it will extend the effort to other parts of the agency.
Additionally, BUD said its Office of Training is working on
determining skills which will be needed to meet 1.ew program direc-~
tions. We support these efforts and believe that they are impor-
tant parts of our recommendations. In this regard, however, by
further linking staff skills analysis to HUD's proposed manayement
Plan process .wicd in finding 4 and to overall organizational
planning noted in finding 1, HUD': management will be provided
with a systematic approach to match staff capabilities to program,
organizational, and training needs.

(380585)
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This 1s the first in a series of GAO reports evaluating
management effectiveness at major federal departments.
The Department of Housing and Urban Development (HUD)
1S striving to better manage its programs and achieve its
current objectives of (1) reducing waste, fraud, and nus-
management. (2) controlling costs, (3) deregulat:ng. arid
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'nclude organizing. planning, budgeting, program delivery,
and accounung and financial management GAO found a
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--Strengthen accountabihty for general management
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--Build an organization with greater stability

--Establish continuity within HUD's top inanagement
eam
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gress to comnlemrent (hat effort
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To the President of the Senate and the
Speaker of the House of Representatives

This report is the first in a series evaluating the management
at major federal departments. It discusses management effective-
ness at the Lepartment of Housing and Urban Development (HUD). The
purpose of this review was to analyze HUD's management, identify
and analyze problems, and make recommendations to improve any
shortcomings. An executive summary is provided in Volume 1I.

We concentrated our efforts on HUD's organizational structure;
accounting, financial, planning, znd budget functions; and program
delivery. While we found that HUD is striving to make improve-
ments, we suggest further ways to increase program effectiveress
through management efficiency.

During this review HUD's Secretary and his stzff dave us full
support and cocperation. We obtained the Secretary's comments on
the report and incorporated them where appropriate. He agreed with
many of our recommendations.

We are sendina copies of this report and our executive summary
to the Secretary, Depirtment of Housing and Urban Development; the
Director, Office of Mianagement and Budget; and interested congres-
sional committees, subcommittees, and individual members of

Congress.
l; 42221“4%22 z

Comptroller General
of the United States




COMPTROLLER GENERAL'S
REPORT TO THE CONGRESS
VOLUME I1I

MANAGEMENT

The Department of Housing and Urban Development
(HUD) has played a major role in upgrading the
nation's housing and providing community devel-
opment aid to cities and counties. HUD's per-
formance in operating its multibillion-dollar
programs could be strengthened by improvements
in general management functions including
organizational structure, planning, staffing,
financial management, and p ogram monitoring.

GAO reached this conclusion after analyzing
reports by GAO, HUD's Inspector General, and
others on HUD's program performance and exam~
ining management conditions, GAO conducted its
review with the full support and cooperation of
HUD's Secretary and his staff.

GAO's purpose was to (1) identify and analyze
management problems and their underlying causes
and (2) recommend improvements to the Congress
and HUD, recoanizing and complementing manage-
ment and program initiatives already underway.
In this regard, for example, HUD has increased
its efforts to prevent fraud, waste, and mis-
management and to improve cost control. This
volume is the full report of GAO's review, with
an Executive Summary appearing in Volume 1I.

GAO observed that many of HUD's specific
management problems are complex and longstand-
ing. While HUD has begun to address some of
its problems, success will be elusive unless
the Congress and HUD address what GAO believes
are basic underlying causes of managerial
difficulties. There is a need to

=--build an organization with greater stability;

--place more emphasis on general management
functions;

--strengthen accountability for general
management functions; and
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--establish continuity within HUD's top
management team.

Any analysis of HUD's management effectiveness
would not be complete without recognizing
externa! influences. HUD is influenced by its
clientele and by public and private interest
groups. Furthermore, it must cope with shifts
in program focus and direction resulting from
actions by the Congress and changes in
administrations.

ADDRESSING ORGANIZATIONAL ISSUES

The 1981 legislative year marked the introduc-
tion of “he aaministration's proposal to reduce
the federal government's role in accomplishing
national objectives. The thrust is to reduce
federal involvement and rely more on the pri-
vate sector and state and local governments.
For example, PUD has (1) redirected the foc us
for housing from construction to greater use of
existing housing and (2) reduced government
restraints on the Community Development Block
Grant Program, including encouraging states to
administer the program's small city segment.

In September 1983, HUD restructured its field
organization to reflect reduced workload and
program changes, However, the reorganization
did not address certain management deficiencies
inherent in the existing organizational
arrangement. Prior reorganizations had led to
complex relationships among levels of manage-
ment, creating confusion concerning cthe spe-
cific responsibilities and functions of HUD's
field offices vis-a-vis headquarters.

Also, HUD's recent reorganization still
embraces a regicnal office concept and a field
office presence in most states which may be
overly complex to meet a reduced federal role.

In view of ongoing program changes and further
program, policy, and cost and benefit uncer-
tainties, GAO is recommending that HUD's Secre-
tary evaluate how well the new field structure
is working. (See p. 35.)

NEW APPROACHES FOR MANAGERIAL
CONTINUITY AND ACCOUNTABILITY

HUD's Secretary implements major policy
initiatives and sets the tone for agency
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managers and staff, Secretarial actions,
together with the agency's management processes
and systems, demonstrate commitment to
effective and efficient management.

GAO believes demonstration of this commitment
could be enhanced by (1) an explicit statement
of the Department's goals and objectives which
out’ines the Secretary's agenda and priorities
for the coming years, (2) specific delegation
of authority to one person for the Department's
general management functions, (3) the Secre-
tary’s showing support for improving and using
HUD's management systems and processes for
decisionmaking, and (4) having an effective
system which holds managers accountable for
performance. However, GAO found that HUD had
problems in each of these areas.

--Although the Department's priorities were
articulated through operating plans, they
were not clearly linked to Secretarial goals
and objectives. For example, a field office
met a Secretarial priority of increasing debt
collection on a HUD loan program by expedit-
ing other HUD payments to the debtors, por-
tions of which they then used to pay interest
due HUD.

-=-No one person, including the Under Secretary,
has bLeen delegated the responsibility to
oversee the agency's daily operations as they
relate to general management functions,

~-~Much of HUD's planning and policy development
occurs through the budget development process
as contrasted with a well-established depart-
mental management planning process that is
clearly 1linked to Secretarial goals and
objectives. For example, in transferring
majo. responsibility for coperating the Small
Cities Block Grant Program to the states, a
Secretarial goal, HUD 4id not adequately con-
sider this initiative's effect on HUD staff-
ing needs, monitoring policies, or program
administration.

-~General management functions, such as program
evaluation and financial management, were
widely dispersed, uncoordinated, and needed
improvement, For example, the absence of a
central direction and focus for financial
management contributed to HUD spending
$27 million in an unsuccessful attempt to
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develop an automated accounting system for
its mortgage insurance activities.

HUD's top management team changes frequently--
presidential appointees at HUD have turned over
about every 2 years and turnover is also high
among the Senior Executive Service staff. As a
result, institutional memory at a high level
does not exist to understand the causes of
HUD's longstanding management problems and the
implications of alternative solutions.

GAO offers the Congress three options for its
consideration which, in varying degrees,
address managerial style, accountability, and
continuity issues. One option is for the Con-
gress to amend HUD's enabling legislation and
create the position of Under Secretary for
Management. The position would be filled by a
nonpartisan presidential appointee who would be
accountable, by law, to the Secretary for HUD's
maragement systems and general management func-
tions, To 1increase the 1likelihood that an
effective Under Secretary would remain when
HUD's leadership changes, the Congress could
style the proposed amendment after the Inspec-
tor General Act of 1978 which rejuires
notifying both houses of Congress of the reason
for removal.

A second option is to strengthen the role of
the Assistant Secretary for Administration by
delegating to the Assistant Secretary authority
to oversee all of HUD's general management
functions. A third option is to create the
position of Deputy Under Secretary for Manage-
ment under the present single Under Secretary.
Unlike the first two options, this proposed
career-reserved official would be only an
advisor to .he Office of the Secretary and
would not have authority over general
management functions.

GAO recognizes that a nonpartisan Under Secre-
tary for Management may be a departure from our
traditional political system. However, this
option is particularly attractive because it
can professionalize and enhance HUD's manage-
rial leadership and provide a benchmark for the
Congress to wuse when considering ways to
improve management in other federal agencies.
(See p. 153.)

iv



Tear Sheet

ADDRESSING MANAGTMENT
PROBLEMS AND ISSUES

HUD has made significant strides toward
resolving many of its management problems. For
example, HUD has increased its efforts in moni-
toring to prevent fraud, waste, and mismanage-
ment and is improving its financial management
activities. These and other management actions
are positive stegs. (See p. 11,)

HUD's management and GAO recognize that
additional improvements are needed, but they
will not come easily and will require time.
Therefore, GAO is making short- and long-term
recommendations to HUD. GAO also presents
recommendations to and matters for consider-
ation by the Congress.

Improving planning
and budgeting

Planning and budgeting must play an important
role if HUD is to successfully manage the
transition from programs stressing housging
production to those stressing preservation and
maintenance of existing housing and greater
emrhasis on cost control and reliance on the
private sector. HUD relies on the budget
process as the primary means to direct and
control HUD activity, This reliance has not
been an effective substitute for needed
management systems for planning, developing
policy, and communicating current and future
Secretarial expectations to headquarters and
field staffs. (See p. 40.)

GAO also found that the short (annual) budget
and legislative cycles, couplad with delayed
funding approval, contributed to management
problems. For example, HUD's appropriation
0ills were enacted late 19 of 21 times from
1962 to 1982. These delays contributed to late
communication of budgetary priorities to pro-
gram staff and fostered a short-term focus and
uncertainty beyond the authorized period at the
expense of long-range planning. For example,
delayed funding prevents many of the nation's
2,700 public housing authorities from operating
efficiently. These authorities received subsi-
dies through HUD, totaling about $1.2 billion
in fiscal year 1983, to pay for such items as
utilities, maintenance, and security. The
uncertainties surrounding delayed funding



prevent authorities from engaging in meaningful
budget planning, which increases risks of poer
security and further deterioration of buildings
and equipment. GAO has previously proposed
that the Congress consider such reforms as
multiyear authorizations and clearer statements
of policy and program objectives in authoriza-
tion legislation. While these changes may be
slow in coming their need has been recognized
by congressional budgetary reform legislation
introduced in the 93th Congress. (See p. 52.)

GAO also found weaknesses in HUD's analytical
base--accounting, financial, resource manage-
ment, and evaluation data used to support HUD's
budget and to monitor and analyze program exe-
cution. For example, HUD dces not allocate
salaries and expenses--which annually exceed
$500 million-~to many of its programs. As a
result, tne total costs of many programs are
not available for oversight and analysis by the
Congress and others. (See p. 58.)

Further, the maanitude, design, and the funding
practices associated with certain aspects of
HUD's budget presentation create congressional
budgetary control problems. For example, HUD's
long-term contracts i1or assisted housing have
created obligations for future outlays of
nearly $206 billion. (3ee p. 67.)

GAC's recommendations to imp-~-e budgeting and
planning are aimed at

--the Congress' requiring HUD to expand its
budget justifications to fully reflect all
material aspects of wuncontrollable costs
and the budgetary impact of programs;

--HUD's developing a department-wide planning
system; and

--kUD's improving the analytical base of the
budget by continuing efforts to improve
financial management systems that integrate
budgeting and accounting. (See p. 80.)

Program delivaery can
be more effective

Although the nature and severity of program
delivery shortcomings vary among programs,
several problems are common. HUD needs to

vi



Tear Sheet

(1) more effectively provide guidance and
direction to program Gelivery staff,
(2) develop staff skills and expertise, and
(3) resolve problems uncovered by the many
reviews, audits, and evaluations of HUD
programs and procedures.

Staff skill and training inadequacies, in
particular, 1limit HUD's ability to properly
monitor programs and grantees. Also, rapidly
changing organizational needs, coupled with
workload changes, are further straining HUD's
efforts to improve its stiffing. For example,
HUD's field managers told GAO that staff train-
ing was a critical need. Groups served by RUD
also cited statfing inadequacies as a major HUD
problem.

GAO's recommendations to HUD's Secretary in
these areas are aimed at

--~establishing a more effective staff develop-
ment program;

~-improving the quality and timeliness of
headquarters guidance to field cffices; and

~-improving monitoring of program participants,
on-site performance evaluations, and manage-
ment's responses to inte-nal and external
report recommendations. (See p. 109.)

Financial management

information systems
weaknesses

HUD's financial management information systems
have not kept pace with the needs of the
Congress or HUD's management. Although HUD's
management has initiated a number of
improvements, it has not fully addressed the
underlying causes of these systems problems.
These include the absence of

~-a Chief Financial Officer with responsibility
for providina a central focus for developing
financial management policies and systems and

--long-range planning to establish improved
oversight and control over automated systems,

HUD's management information systems do not

provide timely and accurate data necessary to
establishk accountability for, and control over,

vii



housing and urban development programs. Also,
HUD's accounting systems were not sufficiently
automated, and extensive manual efforts are
needed to perform accounting functions. Only
40 percent of headquarters accounting systems
were automated, and most of those automated
were obsolete.

Further, a number of these systems were imple-
mented without assurance that they comply with
the principles and standards prescribed by the
Comptroller General. Also, GAO has been con-
sistently unable to express an unqualified
opinion on the financial statements of the
Federal Housing Administration fund--HUD's
mortgage insurance arm--because of accounting
system deficiencies. Further, recent HUD
reports concluded that accounting systems for
the Assisted Housing and Community Development
Block Grant Progqrams were not adequate to meet
management's needs. (See p. 118,)

Recognizing the need for improvements, HUD is
reevaluating its internal controls and review-
ing the vulnerability of its accounting systems
to fraud, waste, and abuse. This effort should
place the Secretary in a better position to
report on the adequacy of internal controls as
required by the Federal Managers' Financial
Integrity Act (Public Law 97-255).

GAO's short- and long-term recommendations for
the Secretary of Housing and Urban Development
to further improve financial management systems
include:

For the short-term,

--eéstablishing the position of Chief Financial
Officer with clear responsibility and
accountability to set financial policy and
provide a central focus for development of
improved financial management systems ard

--correcting internal control weaknesses.

For the long-term,

--developing accourting systems which comply

with the principles and standards established
by the Comptrcller General,
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--gtreamlining the processes used to accomplish
accounting functions, and

--establishing a long-range automatic data
processing planning and control process.
(See p. 134.)

AGENCY COMMENTS AND
GAO's EVALUATION

HUD agreed with many of GAO's findings and
recommendations. Often, it said it was taking
cr planning actions which would correct defi-
ciencies GAO cited. HUD disagreed with GAO's
draft proposal to reevaluate the proposed field
reorganization. Concerning planning--another
area where GAO and HUD differed--HUD agreed
that it needs to better integrate its budget
process with other management functions but
disagreed with program examples cited by GAO
showing a need for more systematic planning.
HUD also said it had reported long-term goals
and objectives to the President and is attempt-
ing to refine these within the context of
existing and proposed legislation. HUD also
disagreed vith GAO's recommendation that the
Congress r2quire HUD to include in its budget
justification more information on future costs
and budgetary consequences of programs.
(Appendix XV contains HUD's comments.)

Regarding GAO's three options to increase
continuity and accountability for general
management functions, HUD stated that it pre-
ferred the option of strengthening the role of
the Assistant Secretary for Administration and
increasing the involvement of the existing
Under Secretary in day-to-day activities
relating to the overall management of the
Department.

GAO cconsidered the Department's comments and
made necessary changes to its report. GAO has
disagreed with HUD's field reorganization in
two priotr reports and in testimony before the
Congress. Since HUD has finalized its
reorganization GAO recognizes that 1its draft
proposal to reevaluate the proposed field
reorganization is now moot. However, GAO
concludes that the reorganization does not
fully address ©problems identified in the
report. ™lthough GAO is not recommending that
HUD's Secretary modify, at this time, the new
field structure, GAO is recommending that the

ix



Secretary evaluate how well the new field
structure is working.

The planning examples cited by GAO demonstrate
that planning at HUD is cf dissimilar quality
and scope. In the case of a proposed housirg
vouchers program, for example, HUD did not con-
sider what staff resources or skills it would
need to effectively implement the program.

On long-term goals and cbjectives, GAO found
that HUD did not include these in its budget
justification or link them to its field offic-
planning system. Similariy, GAO's recommendc-
tion to the Congress on expanding HUD's budget
justification is based on the perspective of
overall budgetary control, Both the Depart-
ment's cbligated balances and quaranteed loan
balances are about half of the government's
total. Accordingly, GAO continues to believe
that the <Congress would benefit from more
information on the expected future costs of
HUD's programs.

GAO continues to favor the option of creating
the position of Under Secretary for Manage-
ment. GAO recognizes that strengthening the
role of the Assistant Secretary for Administra-
tion has certain advantages, such as requiring
relatively 1little reorganization. However,
this option may prove “o be less effective than
the option for an Und.r Secretary for Manage-
ment 1in resolving the difficult issues of
management commitment and accountability.
Using the Assistant Secretary for Administra-
tion and the present Under Secretary may result
in a "business as usual" approach to management

improvement. Therefore, creating a non-
partisan Under Secretary for Management cffers
more promie for professionalizing and

enhancing management performance at HUD.

GAO's specific responses to HUD's comments
follow the applicable recommendation sections
of the rvreport.
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CHAPTER 1

INTRODUCTION

The histcry of the Department of Housing and Urban Develop-
ment (HUD) is characterized by change and conflict, because of the
evolutionary federal role in housing and urban development and
because of many diverse social, economic, and political forces
affecting this role. HUD's management and management systems,
therefore, play a highly significant role in coping with change,
resolving conflict, and e-tablishing a clear sense of purpose and
direction. Strong management can and should provide leadership,
direction, accountability, continuity, and financial integrity so
important to an agency's operational efficiency and effectiveness.

Our review examined management's performance in
--organizing and directing the agency,

--planning its activities and determining resource
allocations,

--executing program delivery, and

--providing management control through accurate and timely
information.

From the inception of our review, the Secretary of Housing
and Urban Development (HUD) and iis top managers supported our
work. We found this support very helpful. Our frequent discus-
sions with HUD's top management provided a constructive way to
explore practical alternatives for changes to persistent problems.

HUD: CREATION, PURPOSE,
AND ORGANIZATION

HUD was established by the Housing and Urban Development Act
of September 9, 1965, (79 Stat. 667; 42 U.S.C. 3531-3%37). The
act consolidated the functions and authority of the Housing and
Home Finance Agency into the new department, It did not, however,
consolidate all housing and urban development activities existing
in other parts of the federal government, such as those of the
Farmers Home Administration and veterans Administration.

HUD's functions and authority have expanded over time to a
broad mission of providing adequate housing for all Americans,
promot.ing community and economic development for urban areas, and
eliminating discrimination in housing markets. HUD's major
programs include:

--Housing assistance and mortgage credit. Housing assistance
programs and the mortgag~ insurance programs of HUD's
Federal Housing Administration (FHA) are activities that



prcvide low- and moderate-income families with
homeownership and rental housing assistance.

--Community development. Community Development Block Grant
Programs, the Urban Development Action Grant Program, and
Rehabilitation Loan and Urban Homesteading Programs. These
programs provide federal assistance to communities for
improving housing conditions, conserving energy supplies,
expanding business opportunities and providing jobs, and
revitalizing blighted areas in the nation's cities and
counties.

--Fair housing and equal opportunity. Fair housing programs
provide financial assistance to state and local agencies
to help them eliminate housing discrimination by promptly
processing civil rights complaints, and by carrying out
affirmative marketing agreements and promoting equal
opportunity matters within HUD programs.

HUD is organized int"» three tiers. First, the Secretary,
Under Secretary, asslstan. secretaries, and other headquarters
staff provide policy direction and management oversight to the
field units. Second, HUD's regional offices supervise and monitor
field offices' program performance. Third, KiIP's 10 regional
offices, 39 area offices, 33 service offices, and 18 evaluation/
endorsement stations deliver proarams nationally.! This struc-
ture is designed to centralize program management and decision-
making and decentralize program execution. HUD's structure is
described in more detail in chapter 2, and an organizational chart
is included in appendix I.

MAGNITUDE OF THF. MANAGEMENT TASK
AND CURRENT DIRECTION

Although HIID 13 a relatively small Cabinet-level agency in
terms of number of employees, its financial, economic, and social
rasponsibilities affect many sectors of the economy and much of
the nation's population. It provides grants, loans, insurance,
and subsidies to millions of necple, and organizations. For
example:

--As of September 30, 1982, the total outstanding balance of
FHA insurance writter was about S138 billion.

--Since the mid 197n's, BUD has distributed over $20 billion
to thousands of cities and counties through its community
and urban development grant programs.

Ton September 8, 1983, RUD reorganized its field offices, which
had the effect of combining some of the regional and area
offices.

&N



-‘Total financial long-term commitment to assisted housing
programs was about $206 billion as of September 30, 1982.

The following figures indicate the extent of HID activity in its
major programs. The first figure shows effects of high 1980-82
interest rates on the number of homes insured and the dollar
amount of FHA insurance issued by HUD. The second figure shows
that major siahsidized housing construction assistance programs are
declining in response to the administration's efforts to deenpha-
size construction programs. The third figure reflects the rela-
tive leveling off of funding for the Community Develovment Block
Grant (CDBG) and Ur'an Development 2-~tion Grant (UDAG) Programs.
The fourth figure shows an increase in Fair Housing and Rqual
Opportunity (FHEO) activity in terms of complaints received and
processed tcom 1977 through 1982.
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Figure 1-2

MAJOR HOUSING ASSISTANCE PROGRAMS
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Pigure 1-4

FAIR HOUSING AND EQUAL OPPORTUNITY PROGRAMS
HUD Titie Vil 1988 Civil Rights Act
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Since 1981, HUD has redirected its policies and programs to
reflect administration goals of reducing the size and cost of *he
tederal government, lessening the regulatory burden on program
participants, delegating more responsibility to state and local
governments, and placing greater reliance on ths private sector.
HUD has greatly raduced new constr.iiion programs, narrowed pro-
gram eligibility requirements, transferred, at the option of the
states, the administration of rthe small cities block grant pro-
gram, and proposed an enterprise zone program. Steps HI!D ciied as
significant management improvements include (1) reductions in bhoth
budget authority and staff by phasing out some activities and con-
serving costs and (2) improving asset management by emphasizing
contrcl over waste, fraud, and abuse and collecting delinquent
debts owed the nepartment.

HUD's extensive internal management machinery, as well as the
external environment, greatly influenc s the success or failure of
the Department's programs, These include

Internal influences:

~-HUD had about 13,000 full-time staff in h=adqgquarters and
field offices for fiscal year 1983.

--HUD is responsible for administevring about 210 federal
legislative acts, titles, sections, and programs,
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--llUD has a Secretary, an Under Secretary, 2 Deputy Under
Secretaries, 6 assistant secretaries, 16 deputy assistant
secretaries, a General Counsel, an Inspector General, a
General Manager of the New Community Development Corpora-
tion, and a President of the Government National Mortgage
Association,

--Administrative guidance handbooks encompass all aspects of
HUD's activities, including accounting and financial
procedures, procurement practices, and program delivery.

--HUD had 128 automated management information systems in
operation as of December 31, 1982, 26 under development,
and 12 planned.

--HUD's Office of Inspector General (OIG) c¢onducts over
100 internal management reviews each year.

External influences:

-=-About 40 congressional committees and subcommittees are
concerned with HUD's housing and community development
activities.

--HUD provides support to approximately 2,700 public housing
authorities throughout the nation.

-~About 70 state and local agencies and 130 community housing
resource boards received HUD fair housing assistance during
fiscal year 1982,

--The nation's housing finance system, an integral part of
HUD's mortgage and insurance activities, is composed of
more than 4,000 savings and loan associations, about 500
mutual savings banks, more than 14,000 commercial banks,
over 1,000 mortgage bankers, and numerous other public and
private financial institutions, including the Government
National Mortgage Association and the Federal National
Mortgage Association.

EFFECTIVENESS OF HUD PROGRAMS

In 1ts efforts to improve the nation's quality of life, HUD
has spent billions of dollars and obligated hundreds of billions
more tnrough its housing, mortgage insurance, community develop-
ment, and fair housing programs, These programs, however, have
often been confronted by management problems. This has been
reported by us, HUD's OIG, congressional committees, HUD's inter-
nal and contractor studies, and public and private interest
groups.

A comparative review of 4% GAO reports selected from a
total o€ 292 reports issued on HUD activities from January 1976 to



Sepivember 1982, and 7 OIG Semi-Annual Reportsz to the Congress
from October 1978 to March 1982 (app. II contains a complete list-
ing of the reports reviewed) identified a variety of management
problems.

The results of our examination, shown on the next pages and
amplified further in appendix III, show that the management areas
where problems were identified are similar among program areas and
are repetitive. A common thread runs among the problem areas, and
they transcend both time and political philosophy. Subsequent
chapters of this report suggest that the causes are deep rooted
and therefore will affect the success of the policy and program
direclion and focus now underway at HUD. We have traced them to

--frequent changes in organizational structure,
--a need to strengthen accountability,
-~lack of emphasis in general management functions, and

--frequent turnover of management personnel.

2The HUD Office of Inspector General was established by an admin-
istrative act of the Secretary on January 29, .$72. The Office
of Inspector General was established, by law, with the £1i3n1ing
of the Inspector General Act of 1978 (Public Law 95-452) on
October 12, 1978. The HUND/OIG se- innual reports provide narra-
tive and statistical summaries of the significant HUD activities,
events, and findings identified for the 6-month periods of
April 1 to September 30, and October ! to March 31.

7



Fig ure 1-5
MANAGEMENT AREAS WHERE PROBLEMS WERE
IDENTIFIED IN GAO AND HUD/OIG REPORTS

YEAR REPORT ISSUED

MANAGEMENT AREAS 1976 1977 1978 1979 1980 1981 1982
m—
Organizational structure 'e]

Planning and policy deselopment G H G G B G

Monitoring field offices and

program perticipam™s G G 8 B B8 B B
Communicstion or guidance G G G B H
Enforcement or compliance H 8 H B B
Training or staffing 8 H H
Financial managemem G B8 8 B B8

G = GAO reportis)
H = HUD/OIG report(s}

B = Both GAO snd HUD/OIG issued separate report(s)
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Figurc 1-6

EXAMPLES OF HUD MANAGEMENT PROBLEMS

MANAGEMENT AREA

PROGRAM EFFECTS

Crganizational structure

HUD" three tiered organizational structure created red tape, slow

service and incapacity 1o control losses (1977)

Plannine und policy development

Greater financial risk was created because HUD underwriters did not
acdequarely estimate project revenue and expenises (1578)

Unclear regulations resulted in higher program costs because unne -
cessary luxury iems were inciuded 1N section 8 subsidized housing
projects {1980)

Monitoring field otfices and
program participants

Community developrent block grant funds were not effectively used
because monitoring was inadequate and grantees heid funds in excess
of needs (1980}

Inadequate HUD nvolvement in monitoring PHA’s and providing
techmical assistance was identihied as a central factor in poor PHA

management { 1982}

Communication or gurdance

Collecticns were reduced on HUD heid home mortgages because
guidance provided to hield offices was inadequate {1979)

improvement: could he made in the urban romesteading program
it HUD worked more ciosely with local otficiatls {19791

Enforcement or comphance

Mathiors of dollars v tie | home improvement loans were not
collected because coliection etforts received hmited emphasis by

management {1981

Tramng or statfing

Poor management of subsitizea housing Programs due 10 sNadequate
staffing to evaluate project apphcations (1980}

ProDe!!y dispOSITION pPrachices mvere nnt adeguate because many

employees were not properiy trained or used (19811

Financigi management

information systems were not adeguate 10 support mortgage
insurance programs (19803

Titie | single famiiv home improvement ioans were vuinerable
to fraud. waste, and abuse due in part 10 accounting weak nesses
{1981

Adequate aata Lystems were not estabiished to faciitate evaluation
of HUD's success 1n using miifions 1o rehabiiaate housing (1981)




An analysis of HUD's management is not complete without
recognizing an important contributing factor--HUD is influenced
and affected by the environment in which it exists. This environ-
ment includes congressional direction via legislative authority,
budgetary processes, and related congressional oversight; influ-~
ences of its clientele and public and private interest Jroups;
and direction provided by the Office of the President. This can
result in HUD having complex programs with multiple «nd sometimes
conflicting purposes, hampering its ability to effectively plan
and control resources and achieve desired program results. The
following figure, while broad in focus, provides a perspective of
the environment in which HUD exists.

Figure 1 =7
HUD’'S

GENERAL SOCIAL AND ECONOMIC
ENVIRONMENT

Clientele

Interest Political
Groups Patties

Citizens Groups

DEPARTMENT OF
MOUSING AND
URBAN
DEVELOPMENT
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PATH TG CHANGE

Throughout this report, we show that HUD's current top
management acknowledyed defects in the present management struc-
ture and systems and recognized tne lack =f management continuity
and accountability, all of which affect program delivery. Exam-
ples of the major initiatives HUD has taker are noted below and
others are included in subsequent cnapters. Some of these chang»s
are not fully implemented, and others are being considered.

-~Creating a Presidential Commission on Housing. The Secre-
tary of Housing and Urban Development was instrumental ;
creating a c~rission to advise both the President and ¢.e

Secretar ons for a national housing policy. The
Cewm? *, svbmitted in April 1982, retults in
Py . s, scme of which have already bLeen
auup sttt iistration.

--Reducing cc wide variety of cost-reduction

activities hi. bee: implemented. These include

1.

4‘

"4 i~ .. ed accounting procedure, which should reduce
RN “s now incurred because of ~xcess cash
adv. _.s5 | wblic hous.ng authorities,

reduction in telephune, space, travel, and publications
costs;

a pilot pregram for irnediately depositing mortgage
premium payments in a bank: and

tighter scheduling and electronic funds transfer of
payments to public housing authorities,

--Preventing fraud, waste, and mismanagement. One of HUD's
highest priorities is the elimination of [raud, waste, and
mismanagement in its programs. Several najor Department-~
wide activities address this priority. 1he Secretary
reestablished the Committee on Fraud, Waste, and Mismanage-
ment which, among othetr “hings, set 1 new direction for
HUD's monitoring strategy. This strategy targecs monitor-
ing efforts to high-risk participantc and areas; secks
stronger sanctions; and emphasizes education of HUD staff
and program participants on the imgartance of preventing
fraud, waste, and mismanagement.

HUD's OIG has been instrumental in identi1fyving and address-
ing fraud, waste, and mismanagement. For exampi: . G1G
activities in fiscal year 1982 recovered $55.6 million,
aided in the indictment of 354 persons or firms, and
resulted in 333 convictions. HUD managers have alse agreed
to OIG audit fiadings which could result in cdditional
millions of dollars in future recuveries.

1
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Chapter 3 3hawe thav, 3l+hoagh HUD uses tre budget process
48 the nrimavy planning tool for decisionmaking, the hudget proe-
e%s, a< such, 13 not an efrf.ctive cuarvvogate for (1) a department =~
wide planning orocess ani (2) the Analytical base--management,
ressuarce, and ﬁ?a}n%ti?f data--from which the budget is formed and
which is used fur Ludgsat axecution monitoring .5 not composed of
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— ;3331¥_iﬁ§4§CEﬁ£ﬁE£jﬁiti4fAgﬁtthgt*gﬁhg fﬂnﬂiQQ,iﬁé;éiiigﬂAﬂimiﬁntg
'HUD programs make get controllability difficult and do not
fﬁlly disclose the impact on federal funding.

Chapter 4 showsithat nanaging pregraa éelivefy is affected
e -PTOQTL. = HG S 8l = ‘M L T T e

financial--ate not fully stperting depaxtnental nanagement. The
systems produce information that is often inaccurate or incom—

- plete. In addition, the systems do not include those in:ernal
controls necessary to adequately protect against fraud, wast2

aad mzsmaaaqemeat.

Chapter 6 bu1lds on the matetxal develaped'tn earixer
~ chapters and offers three approaches for impr ,,,,aag ‘management
??????%3911§§¥; eggtxngitg, anéreverell emghasasr ~support for

__This report covers a broad range of subjects *dﬁ:ﬁtﬁfiﬁég'w;"i'

short— and lonq~term recoaaendations including t' ¢ within 83335

*’"*sym ?él’ Etr, Wmntﬁﬁsm nﬁtimﬂéiftﬁ—eﬁf@r .
tlve manaqement. Taken Cﬂllec.xvely, hoaaver, t&ey can provzde '

Our objectives were to (1) identify and analyze management

problems and their underlying causes and (2) recommend improve-

_ments to the Congress and the Secretary of Housing and Urban
Development for increasing HUD's management effectiveness in light
of current agency programs and pulicies and management initiatives
already underway. In achieving these objectives, our primary
focus was on the key processes used by management to direct and
control the Department. We sought to answer the following key -
guestions:

--How well is HUD's top management guiding and directing the
agency?

--How do external factors affect achievement of management
efficiency and program effectiveness?

--llow doec HUD use planning and resource managemsnt processes
to develop mission-oriented goals and objectives, and how
are priorities set for achieving goals and objectives?

~--How well do HUD's operational plans link to its stated
goals and objectives and to program implementation?

13



b 3 1 22 aiiyhrevtEﬁEéfthé‘*”**“‘"*”*'
management lxteratarn o 1dent1fy the traditional components of
—m 3 'ms, —We slso identitied information on external e
constraints facing federal managers. Tris was done o provxde a
_____benchmark_ mnm ﬂ&muldggmgage AUD's programs. e

— We ne*t reviewed the results of studies conducted by us,
HUD's Inspecfnr General, public interest groups, and management
consulting firms to identify program 1neffect1veness and related
management causes. We alsoc analyzed information frem
congressional hearings and reports.

: We reviewed pe. inent legislation and agency documents and B
interviewed HUD officials, incluiing the current and “ormer Sec-
retaries of HUD, the Under Secretary and assistant secretaries,
the Inspector General, the Genvral Counsel, and many other top
—-and-middle management headquarters and field officvials, We alss =

~ interviewed housing experts in the Ccngress, industry, private
~~~ associations, and academia. (The groups we contacted ars shown
in app. IV.) 1In addition, we hired two consul tants, knawledce—

EKIQ:;Q:£92:4%£%€:€£;§&B%%€:iéﬁ%ﬂiﬁtfatiﬂﬁ:;ﬁhé;! ovided adv ,

- and expert opinions on our review methodnlogy and the report. T
{See app. V.} #We performed the review in accordance thh
—-——generally accepted government audit standards., .

o~ Gur field work was- contlucted from March through PDecember —
1982 at dD headquarters, washington, D.C., and in tnree redjional
offices—-Fort worth, Tex.; bhzladelphla, Pa,.,; and Seattle, Wash.
Within these three reagions, further detailed audit work was per-
formed at tne Philadelphia; 3au Antonio, Tex.; and Seattle Area .
- Offices. We used two criteria for selecting offices: geographic
dispersion and work performed by the off:ce which included both
housing and urban development.

In performing this first departsent-wide review, we
concentrated on department-wide management issues, especially
issues which affect HUD's ability to efticiently, effectively,

and econormically implement 1ts major programs, wWe focused on
management processes and related control systems that materially
affect HUN's management. Accurdingly, we did not cover all
management proce or determine how well HID 1s carrying out
particular programs,

It 1s also 1mportant to note that we did not attempt to
evaluate the reasonableness of pQ,LcJ-maklng activities external
to HUD. In commenting on our draft repor:, the Secretary said
that current federal housing policy stems largely from recommenda-
ticns 1n the April 19R2 report of the Dru:xdenf‘c Commission on
fousing. He added that the Commission's recomhendations have
been and will continue to be considered by the President's Cabinet
Councils on Human Resources and on Mational Resources and

14
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the broader goals of this
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our methodology is providced in'appendix VI.
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—— - From its beginning, HUD has as played a dominant and growing =
role in delivering and managing federal housing and community
Wwéggg;gpmgggwngg:amstwuBoﬁene:,fmaéefwehaages in direction are — -
underway and others may be imminent. These changes are reducing
federal involvement and expanding the role of the non-federal
sector.

Shortly after its creation, HUD began a series of transforma-
tions that changed its organizational and institutional arrange-
ments. What emerged, more thar a decade later, is an
organizational structure which

T-centers program management in three blocks: a housing
component, a community plaiining and development component,
and a fair housing and equal opportunity component;

-—operates on a §§C§D£Iali2ﬁ£iﬂnm§hilgsepk?mﬁgiehwgigggw~ e —n
lecisionmaking authority to officials > F —

--delivers programs in a three-tiered arrangement: a head-
quarters tier, an intermediate regional office tier, and a
field office delivery tier.

- The many reorganizations and realignments since HUD's incep-
tion have formed a complex relationship among levels of manage-
ment. The net result is that a certain amount of confusion exists
at all levels concerning authority, responsibilities, and func-
tions. Conseguently, complexities and difficulties increase in
providing and administering services to clientele. This leads to
incffective program Jelivery,

A persistent issye is the tole, relationship, and effective-
ness of regional offices as a middle tier of management, When
the regqions were established, the concept +as that headquarters
would be the policymaker, the regions would supervise, and the
area office would operate the programs. HUD recently placed
regional manajers back into the operational chain and is holding
them responsible for direct program opvration and execution, In
effect, rhis chang« reverses a 1977 reorganization, which was
intended t5 correct deficiencie:z in processing delays, communica-
rion, excessive ~rerhead, and inadequate technical assistance,

The administration's program to reduce federal involvement
In state a-3 local housing programs could substantially change
the way HUD structyres and manages 1ts programs. Further, HUD's
recent modifications to its field struetyre may not fully address
issues presented in this chapter. 1In view of these factors, we
helieve HUD's Secretary needs to evaluate how well the new field
structure is working to determine

16



-=Whether functional relationships among aeadquarters,
regions and area officcs promote accountability and
establish clear lines of authority.

--The value of and contribution of regional offices in the
management and delivery of programs.

-~The cost and benefits of having field offices in all
states, especially in the environment of a declininy
federal role.

--The relationshiz between ongoing and proposed policy and
program changes to any organizational change.

Over and heyond these internal HUD organizational issues is
the possibility that the administration and the Congress may wish
to reconsider how the federal government should be otrganized to
best prcmote housing and community development. Doubts exist
about the political acceptability of shifting various parts of
executive agencies to unify housing and community development,

“However, doubts may give way if the administration accomplishes
——initiatives aimed at transferring more federal responsibilities
to states and the private sector. Alse, budget constraints may
invoke a greater understanding of the impact on the intended bene-
ficiaries ct having these programs dispersed among various
executive agencies.

~HUD 'S ORGANIZATIONAL AND
MANAGEMENT PHILOSOPHY

HUD's management philosophy is dezizrned to give decision-
making authority to officials closest to programs--the field
office directors., A three-tiered structure, each with different
operational responsibilities and functions, implements this
policy.

The top tier, headquarters, makes and interprets policy
establishes priorities, cets standards and proced-'res, and
activities. Program assistant secretaries, responiible to -
Secretary, direct the Department's activities at headquarters and
in the field,

F
1rect
B

47}

v R

The second tier, reqgional offices, .ervez as an intermediat:
structure between headquarters ard field offices, These offices,
headed by reqional administrators, supervise and zvaluate field
office management. Unti]l the recent reorganization they generalily
had not been involved in the direct delivery of housina and
community planning and development operations.

Delivery of HUD programs rests with field offices--the tnird
tier. Various types of field offices have different degr :es of
responsibility for program delivery, FPor example, area offices
have three divisions to carry out the full rang= of HUL prograns:
& Housing Division, a ¢ - munity Planning and Develnpment Division,

17



B e o e — S

B ﬁﬁﬁ*s overall organization evolved over time froma -
'*ﬂgfggégggggggii‘LL3mg”Q‘k“ai*99*99L9¥9§%éﬁhfe3§6ﬂsfbititiasfngﬁzr”“Wﬁtﬂ”r
- four @ssistant secretaries and administrative management under a
fifth, to a structurs encompassing seven assistant secretaries,; a
Deputy Under Secretary for Field Coordination, a separate Office.
of Inspector General, a Wew Community Development Corporation, a
Government National “ortgage Association, and a Solar Energy and

_Energy Conservation Bank. Similarly, WUD's Fi>ld activities,
~initially a carryover of the field anits of the Housing an& SDEE T
Finance Aggﬂey; evﬁiﬁed,LA,n a two-tiered structure—-10 e

HUP's complex, miltifaceted structure and the personnel and-

inte tinne: :—J%ﬂfﬁﬁzﬁﬁ?ﬂﬁwﬁﬁf pro= - T
JraiLs pose a management problem, Periondic assessments done oyver
the vears have identified proolems with arrﬁan*ahi}i*v. ti meliness
—and concistency of proaram directinf, and commagnicatrions.
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element is accountable for the mﬁé'i saction. ' Similarh
found that responsibility for
1nst¥aetieﬂs are aise ﬂi

“Past HUD and external assessnents have ;ssaciateé
j;;L;;iiﬁiiﬁiiﬁilltfr;35425—, : : , 3
o examples — -

m; manajement erea;eéAég £§§§§:E§§§§e§‘h§§§:§§E§4égﬂp1£§. e
- As & result, a certain amount of confucion exists at a1}
- levﬁls anernxag their functions and responsibilities.®

==A ?“7§—ﬁ29—€9H%3%{aﬂf4f?pﬂgiiﬁiStHSSEﬂ‘lTTTfﬁbfﬁinaL103;
e e the frastionalization of authority and the difficulty in
f11;§§_§.£ﬂ35~35414£”Aaﬁé—ef¥é?%%ﬁﬁ‘féﬁéﬁiii“iéftcns.

4&—1511—qg§—&ﬁtofaai—ﬂfgantzaftﬁnai‘asspsﬁge‘t*féllé&éﬂf“f“**“’
y fajur recrganizatisn cited Jdeficiencies in policy '

lopment -and -interprotation, organizational fiexibility -

fli? ﬁ4§d4£44£Agznag;;at;gagir{;e{ngggg}mWW~ﬁmme

¥y nf rezional administrators. ; B

consultant's report on W!n's Office of Housxng cited
"The 'ﬁgﬁfiﬁf‘m stracture 1s highly fragmented and =
" R 34 surces on program delivery.

pert consyltancy to the

éarc,, and program promotion.,”

ficials witnin and nutside of HUD told us HUD's vrganiza-
s Lok azed accountability problems., For examplo,
stityency droup officials told us HUD's
too Cumbersomes €0 promote accountability. An
told s that, while he is responsible and
InT "1z proiram, he still has no “ormal

i

3

fpi-menting those programs, ne

*thpifr 6 discusses some new approaches to deal with 4
acrountability probhlems.
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he Office of the Assistant Secretary for Housing includes a
‘giﬁgtii‘éﬁputy issxstiﬁt seereia:y, 2 associate general éeputy :

ﬁﬁ;;a£€:4$4é%¥%$%eas, %#feeAaﬁéxsr*ﬁthe49{€4€efe£ Housing, each R
,ﬁ,,,,,lxeaéeé by a deputy assistant secretary, are responsible for vari-
ous housing programs, but another unit, the Office of Fiela ﬁnerat

}5ﬁ%ESPGBS%E@%%fB%—?l&ﬁﬂlﬂQTAnGﬂiEeflﬁunaﬂé—E¥a}Ha£4§€ o
ti;iﬁ operations. This adds another 1aye{ of dua. direction.

. The latge nﬁuber of fielé offaces ﬁﬂﬁ maintain~ alsa aﬂﬁs
_to the organizational complexity. A former HUD Deputy Assistant
f%iifﬁtaty who supports maintaining regional offices said that the
regisnnal layer acts a#s a dual buffer: (1) between the program-
- oriented central office and the geographicallv oriented area o -
- offices and (2) between the area office manayers who are varesr
employees, and the presidential appointees in tne central office,
But two others, a forser Assistant Secretary and a HUD Deputy
Under Secretary, said that HUD could operate nore effic‘ently with
one tier. The former HUD Assiscant Secretary suggested reqional
-offices could be eliminated if the area offices were sufficiently
diverrse to handle both housing and community development pro-
- —grams.  He gqualified his response by saying that unless the number
of area offices was reduced, regional offices would be required io
— coordinste activities of various area offices. He believed there T
would be too many area offices reporting to the Secretary.,

Most headguarters and trade group officials believed that HUD
could operate better with fewer field offices. However, unanimity
mggs lacking on the ideal number of field offices. All HIUD offi-
cials discussing this issue identified political concecns as the
~ principal constrairt to reducing the number of area offices.
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We found that HUD's present organizational structure does

not provide timely and consistent pnhcy lf-adershlp and technical
guidance. This organizational issue is ment ioned in most

assessments of HUD's structure.

--A 1976 am} eonsal;sm's z:epgrt on HUD's organizational
S structyre stated thar o - e e ST

“Tne 1ssuances system 1s too cumbersome and totally

unwor*ablie. Its main fault seems to be that as » eer

group, the Assistant Secretaries are unable to reach

timely ard effective decisions in the clearance pro-

cess, 'i‘iis, among cther factors, cauvses mary offices S
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777 ==In a letter dated February 18, 1982, the Office of Commu-
nity Planning and Bevekepment said existing procedures for
clearances of rules and issuances were not working well.

" This office said that

— - "not only offices at the Assistant Secretary level, but N
ce - - also-the various program offices within these offices  — =
each want to review all items which might impact their S —
area of concern in any way, a definition which could

.~ easily include nearly every requlation and issuance. .. .~
circulated.”

HJb's cunbersome procedures for issning rules and »rocedures
Ccan prevent policies and technical guidance from being issued on
time. For example, the Hcousing and Community Development Amend-
ments of 1981 were signed into law on August 13, 1981. Although
__HUD drafted regulations in August 1981, in:erim rules were not
published until October 1982, more than a year later, and became L
efieetive November 1, 1983, Without approved regulations, grant—=_ -
ees are not sure what ‘they can do under the program and cannot be
sure what nrogram standards HUD will use to hold them account-
able. Likewise, monitoring and auditing communities' entitlement
programs is difficult without the descriptive criteria normally in
regulations., Finally, HUD's training program for implementing the
1981 legislative changes was postponz=d until the regulations are
. published. Thus, the field may not be prope:riy prepared to assi B —
Jmmunities in implementing their programs. T
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T of Community- Pianning and aevelepmeat {CPD}, the Office of Hous-
ing, and the Office of Fair Housing and Equal Opportunity (FHED),

o touches this issue, This letter to regional admitistrators and
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- ' ‘In ;h_Apasimeur4235591430334397ané—C#B stafff—be¥hﬁxn
: Wwashington and in the field, tended to view each oather

SR 464££e¥en%ly—aaé~a%—efess-aufpases—whenhrespanétng*tc‘tﬁi?f

major Departmental mission aad complying with the law, e
S -While.the legislative -and erecutive mundates uf FHEEO - mm———

) WﬂwwﬂlntefIGEK with CPD's and Housing's_ #LaianL¥Agb3egg}gesj

________and vice versa, conflicting field instructions from-Wash-
S ingten presented a different perception. Tn fact, in
R some instances CPD, Housing and FPH&EO carme to perceive
e hother as adversaries. As a conseguence, pursuit ot T
—_— ‘eaaa}‘eppartanrty‘hSS'50§§t1mes‘S‘ééme an obstacle, a

paper or numbers chase and less a concern witn §rcvxéin§

realistic, rapid and effective help to localities.™

The manner of communications between organizatior. levels may
also have an impact on morzle and motivation of staff. Through RN
cur interviews, we elicited humerous comments about a pereezveé e
————-pezative motivational environment, There is probably no one cause :

for this. Rather, perceptions are that it is an accumulation of
- ——many factors, dincluding -

-~disjointed direction provided by the Secretary, assistant
secretaries, and field offzce Managers; . :

--HUD's changing direction;

——uncertainty regarding potential reorqanizations;
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L Resolvxng communications problamq is a difficult ra- ¥ because
it involves interaction of people. Therefore, the communic=zcions
issue may not be entlrely attrlbutable to the organizational e
structure. However, an organization which promotes dirsct 1lines e ——
of authority, pinpoints. resgensxbzllty, and limits iateraction 2o e
_offices or people with subs:tantial interest can minimize confusion
1n the channels Qf cammunlcatxan. =
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~ _HUD is ﬂQﬂAxgsLrncxnrjnggltsmfleld,Qificesuaaauegna469gqugammgffﬁgugf
staff reduction at the headquarters level.? According ro HUND,

changes iire needed because of program shifts and the ree.. for

managemeiit efficiencies. HUD's field reorganization .everses a

major reirganization in 1977 which weakened the role of the

regional administrator and authorized greater decisicnmaking &¢nd
programmiatic responsibilitiss to the area offices, ‘ )

MUl expects the field reorgan;zazlga to

2Hupts 1983 appropriation bill was passed with the prVIalQﬂ that
reorganization could not occur prior to J~ avary 1, 1983, without
é@ﬁgteSalﬂﬁal apprcval‘ %awevﬁr. on neee¢ber 8, 19R;, a ﬁnx ﬁ

tional ané on Eeéraaﬁy 22, %333, ﬁetiee of the ?fﬁpubeﬁ fiﬁiﬁ R
reorganization was published in the Federal Register. on o
September R, 1983, HUD's field recrganiz.tion became effactive, . . .. -
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--strengthen the role of the regional administrator,
=—provide otrganizational alternatives in light of reduced
resources and proposed program changes,

--consclidate and simplify the current organizational
structure,

--reduce ficld overhead staff and space requirements and be
more cost effective in the administration of programs and
services, and

--maintain existing regional boundaries to complement other
feﬂgral departments and agencies,

?herExe%é—restfuetﬁfxng'waﬂid'reduce budgeted field staff

'Ea‘#,ZST positxons in f+5cal 1982 campared to 9,858 pcsitions in

,! 7983; !l—!l' -

Office
Prior to After increase
consolidation consolidation (decrease)
—— Regional offices - B 9 TS (9)
Regional/area offices 1 10 9
Area offices 34 30 (9)
Service offices 33 i3 -
Valuation and
endorsement stations ) B -
valuation stations _10 1c -
Total 100 91 {(9)
t E T

As shown above, regional and areu offices in nine locations
become a single organization. The rew regional/area offices
retain the current responsibhilities and gain the operating respon-
51h111t1es of the area offices. Additionally, "area office,"

"service office,” and "“"valuation and endorsement station®” will no
longer be used; rather, these offices will be referred to as
“field offices.”

tihether this organizational restructuring will alleviate
concerns about the middle tier--the regional offices--is unclear.
There are critics. Por example, an Assistant Secretary labeled
the propasal as a “"serious mistake" because there is no agree-
ment or long-range game plan as to the desired field cffice s:truc-
ture. He believed confusion of roles and responsibilities in the
regional offices will exist, He suggested eliminating one tier
and establishing 20-25 reqions. He recognized the political
difficulties and disruptions in a one-time reorganization and
recommended an incremental approach over several years.
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An August 1982 Congressional Surveys and Investigations.
StaffA:epo:t,qngs;igaeéfehe—aeeessity“e£~eeﬁaeitéatt§q‘ta'tﬁpfﬁ#e C T
communications. <“he report states that increasing regional
authority and eliminsting direct contact between central office
and area offices would improve communications. The staff also
believes the larger regional offices would have a disproportionate
share of the resources allocated to the regional offices and ques—
tioned whether they could hzndle the increased workload. The
report cites lack of technical expertise in regicnal offices and
need to reacquaint regional personnel with technical aspects of
implementing programs. The report also challenges HUD's position
on staff savings, claiming that a reduction of 428 employees in
the non-co-located field offices could be accompl ished without

, Other HUD and constituency group officials believe that the e
consolidation is not viable. FPor i I

——Deputy Assistant Secretary told us that the regional administra-

tors would not be able to fulfill all responsibilities under the
pruposed consolidation. He erplair:d that adding area office
managers' responsibilities to curreant regional responsibilities
may compound management problems.

On the other hand, HUD field managers were evenly divided as
to whether consolidation would benefit RUD. Area office managers
were generally against consolidatinn and regional office managers
were generally for it. Advantages centered on cost savings and
greater regional control. Disadvantages cited were differences in
treating nonconsolidated offices, losing high quality personnel,
lack of dollar savings, and no improvements in program delivery.

HUD is striving to consolidate and simplify its field struc-
ture without a major change to the ficld tiers. HUN's reorganiza-
tion still embraces a regional office concept and a field office
presence in most states. Whether it can a“tain its objectives
without significantly altering its field structure is uncertain.
As noted above, resistance to change, both from political
influences and from within, is an underlying problem.

HUD's operations are complex, influenc.d by legislative
programs and policies as well as by the different management and
organizational styles introduced with each changing HUD adminis-
tration. Improvement of management capacity in these settings
needs to address basic management issues and should not represent
short-term stopgap measures. One fundamental issue that needs to
be addressed is the regional concept of operations and the need
for HUD's presence in nearly every state. This politicelly sensi-
tive issue needs to be debated in order to provide BUD a baseliune
for resolving field organizational issues,
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'External federalism

licies could

BUD appears to be wmoving away from direct involvement in
program delivery. As a result, HUD may have to establish an
entirely different structure and different staff skill levels.
Conceivably, HUD may eventually end up managing, auditing, or
monitoring states, localities, or private contractors delivering
programs. Although the outcome of the administratior's initia-
tives is uncertain, several broad questinns will have to be
addressed:

--Is HUD's presence in nearly every state necessary to
accomplish changing mission requirements?

~=-What type of organizaticnal interfaces will be required
- with states, local governments, and businesses?

--Is the present structure adaptable to evolving changes
and what are the obstacles which may preclude an orderly
transition?

--What types of skiils will be required and what types of
training programs are needed tc retrain staff? How should
these skills be functionally grouped to effect economies of
sca2le and provide for uniform and consistent administration
of programa?

Changinﬂ situations which may lead
to further organizational revisions

The 1981 legislative year marked the introduction of the
administration's proposal to reduce the federal government's role
in accomplishing national objectives and to shift this role to the
private sector and state and local governments. For HUD, congres~-

sional acceptance of the administration's proposals could result
in far-reaching changes.

For housing, the administration wants to limit existing
programs ané redirect focus from development/construction of hous-
ing stock to greater use of existing stuck. Por community devel-
opment programs, the Congress has provided the states the option
of administering the Community Development Block Grant Program for
small cities involving about §1 billion in federal funding. Addi-
tionally, the adaministration presented a tax incentive concept,
called Enterprise Zones, which involves shifting urban development
policy from direct federal intervention to tax reliefs as an
incentive for improving the business climate.

Housing - A major initiative and target of the administration
was to minimize the Section 8 Prog-vam, established in 1974, and to
promote use of existing housing through & program referred tc as
housing vouchers. The basic concept of vouchers is to encourage
households to shop for less expensive housing and negotiate lower
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rents. HUD proposed a housing voucher program for fiscal Tear
1983, but the Congress did not include it in RUD's fiscal year
1983 appropriations act. The Department still believes the con-
cept is sound, and HUD is reintroducing it in 1984 with several
refinements to make it more acceptable to the Congress, Aaddition-
ally, several initiatives stress some form of block granis for
housing.

HUD is also cons!dering nonlegislative housing management
reforms which relate to managing public housing, nultifamily hous-
ing, and insurance urderwriting. For example, HUD is considering
shifting management ( public housing to the private sector.

HUD presently has contracts with private vendors to perform a
number of tasks relating to its multifamily programs. HUD expectis
that the entire multifamily HUD-held portfolio will be under
servicing and debt collection contracts by the end of 1984.

HUD's management and staffing of its insurance programs will
also be affected by a move to direct endorsement. Div-ect endorse-
ment consists of lenders performing the application process for
appraisals, inspections, and mortgage credit analysis. HUD's role
could change to monitoring approved lenders for program
comp)l iance.

Community development - The administration's policy achieve-
ments are more vIsIEIg fn community development. The 1981 amend-
ments to the Housing and Community Development Act, as well as the
state administration of the $1 billion small cities grant program,

should make significant changes in the way HUD will manage the
block grant entitlement program.

Por the CDBG Program, the significant change was fewer
federal restrictions on using funds and more reliance on the local
decisionmaking process. The formal application process was elimi-
nated in favor of a statement of community development objectives
and projected funds use as well as a certification that the pro-
gram complies with applicable laws. The legislative amendments do
not provide HUD with any review or approval responsibility for the
final statement. That responsibility is shifted to the grantee
who must ensure that each activity funded by a community develop-
ment block grant is eligible and meets the program's objectives.
Accordingly, HUD management is shifting from substantial review of
applications to post-award reviews.

The Small Cities Program represents a major shift in the
federal role in progran delivery. HUD's fiscal year 1983 budget
anticipates that up to 36 states will exercise their option to
adainister the Small Cities Program. Under the present program,
the role of CPD staff jis to monitor, close out grants, and provide
technical assistance to grantees. As the current program phases
out and states take over administrative responsibility, this role
will change.



Other proposed strat:jies include terminating a rehabilita-
tion loan program in favor of a rental rehabjilitation grant pro-
gram. This program will assist localities, states, and urban
counties in rehabilitating housing units. The grants will subsi-~
dize the costs of rehabilitating properties at competitive rental
rates and will be linked to the proposed housing voucher program.
States and localities will provide funds to individual property
owners. Funds may be given as grants, deferred payment loans,
or low-interest loans. This program was introduced as a demon-
stration project in 23 cities, Unlike the loan program, which
required loan processors, the rental rehabilitation shifts the
field rcle to providing techical assistance and monitoring local
governments which administer the program.

HUD is proposing to continue the Urban Development Action
Grant (UDAG) Program but it may eventually compete with the
administration's Enterprise Zone Tax Incentives Program. UDAG,
directed to distressed communities, is based on the concept that
cities can be revitalized more efficiently by the private sector,
with the public sector providing "gap” money to make opportunities
within the distressed cities.

On the other hand, the urban enterprise zones concept does
not rely on direct federal intervention and stimulates improve-
ments by tax incentives. Under this concept, zones in depressed
arcas within cities and towns would be established. These areas,
designated as enterprise zones, would benefit from federal tax
relief for businesses and their employees, federal regulatory
relief, and a package of urban development incentives provided by
state and local jurisdictions. HUD considers this program the
foundation for long-term economic revitalization. 1In its fiscal
year 1933 budget, HUD did not request appropriations for this con-
cept because only modest administrative costs at HUD are required
to implement this program.

HUD may need to change
1ts _organization_agailn

The Department's approach to providing housing services and
community deveiopment programs is changing. But the likelihood
and timing of fiature changes depend on the continual interplay of
the economic, political, and social environment. The administra-
tion has proposed policy shifts in the way housing and community
development assistance programs operate. HUD restructured its
field organization to reflect workload and program changes, but
more changes may be needed.
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CONSOLIDATING FEDERAL HOUSING
ARD ASSISTANCE ACTIVITIES MAY
SURFACE AS A NATIONAL ISSUE

HUD is not the only federal agency deiivering housing and
community assistance. A range of housing and urban development
programs are being administered by various other federal agencies,
including the Veteran's Administration, Small Business Administra-
tion, and Oepartments of Agriculture and Commerce. This results
in separate operations of various executive structures, each with
divergent headquarters and field delivery structures, eligibil-
ity standards, requlations, legislative and budgetary mandates,
and application processing. An Office of Management and Budget
(OMB) report on development assistance programs cites that
organizatioral fragmentation causes serious problems, including

--inefficient use of federal personnel and resources;

-~lack of poliecy focus and direetion, making it difficult
to devise and implement coherent national policies; and

--no composite federal agency which states, communities,
and people can turn to for assistance.

When HUD was established, the Congress recognized that the
new Department did not include all federal housing functions. It
would now be politically difficult to bring various parts of exec-
utive agencies together to unify housing and community develop-
ment, but it ma2y become easier if the administration is able to
transfer more federal responsibilities to state and local govern-
ments and the private sector. The fundamental question of whether
one agency should incorporate all housing and community
development responsibilities may resurface.

Recognition that HUD would not
include all related programs

The issue debated on the HUD bill was how best to focus the
fragmented federal housing and urban affairs. The outcome was to
transfer to HUD the functions, powers, and duties of essentially
one agency--the Housing and Home Finance Agency. Whether the new
Department would include all federal program: relating to urban
life was debated, but the political forces against further conso-
lidation prevailed. 1In establishing HUD, the Congress highlighted
its intent to establish an executive department to best administer

the principal federal programs providing housing and community
development assistance.

While the legislation's intent was explicit, it did not make
all federal activities a part of the new Department. A historical
account of the legislation cites one spokesman testifying that
there are literally hundreds of federal urban activities scattered
among every single federal agency and not placed in the new
Department.
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Since HUD's creation, attempts have been made to address the
issue of consolidating HUD and a number of agencies into a Depart-~
ment of Community Development. 1In March 1971, the administration
proposed four bills on government reorganization, one of which
was a Department of Community Development. And during 1977, the
administration directed OMB to review the organization and struc-
ture of major federal and local development programs, including
community economic development programs. However, no actions were
taken on these intiatives.

Housing and community assistance
administered by other federal agencies

Other federal agencies administer housing and community
activities. For housing, two agencies in particular administer
housing assistance. Farmers Home Administration (FmHA) and Vet~
erans Administration (VA) direct housing assistance to rural fami-
lies and veterans, respectively. For community development, the
Economic Development Administration (EDA) and the Small Business
Administration (SBA) direct federal monetary assistance to
distressed communities and businesses.

Non-HUD housing assistarce

FmHA and VA influerce the housing market. FmHA of the
Department of Agriculture provides loan assistance to low- and
moderate-income families purchasing or improving singcle-family
homes., FwHA is also involved in providing loans to developers of
mulcifamily housing, and rent supplements to needy families and
has proposed providing rural housing block grants. FmHA also pro-
vides development funds for projects like water and waste disposal
systems. Similarly, VA provides housing assistance to veterans.
VA's housing programs employ about 1,800 full-time persons. Its
field structure includes a central office and S0 regional offi-
ces. VA's fiscal year 1982 loan volume was about $5.5 billion
covering about 100,000 loane,

For fiscal year 1982, Fm4A made about 83,000 single-family
loarns amounting to about $2.5 billion and 1,500 multifamily loans
amounting to about $965 million. About 5,000 permanent, full-
time staff deliver PmHA programs. These people are located in
2,262 offices throughout the nation.

Other major housing and housing related agencies include the
Bureau of Indian Affairs, Department of Defense, Federal Home Loan
Mortgage Corporation, and Pederal Home Loan Bank Board,

Non-HUD community and

development assistance

In community development, EDA delivers federal government
program efforts directed specifically to the economic needs of
distressed communities. EDA uses planning and technical
assistance grants, public work grants, and direct and guaranteed
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loans to promote long-term recovery of economically distressed
areas by reducing unempluyment and underemployment, increasing
family incomes, strencthening bases of local communities, and
assisting the construction of facilities providing essential
services to low-income groups. EDA's loan volume amounts to about
$1.5 billion covering about 1,800 loans. About 500 staff in a
central office and 6 regional offices administer the eff~rts.

SBA promotes and supplements private capital to meet the
financial needs of small businesses, Aside from its locan pro-
grams, SBA also assists small businesses in obtaining long-term
debt and equity capital through its Small Business Investment
Company Program. SBA's loan volume amounts to about $17 billion.
SBA has 4,000 employees to administer the program. SBA's field
structure is similar to HUD's and includes a central office,

10 regional offices, and about 80 field offices.

Other federal agencies crosscutting community development
include the Mincrity Business Development Administration, the
Federal Emergency Management Agency, and the Rural Blectrification
Administration.

Further consolidation
may -~ appropriate

A major federalism goal is to reduce the cost and size of the
federal government. Shifting responsibilities to state and local
governments and the private sector may achieve this goal. If the
administration and the Congress move in this direction, it may be
necessary to rethink the appropriateness of the present executive
structure for administering programs such as housing and ccmmun-
ity assistance. How and why the present structure exists may no
longer be an issue; instead, how best to formulate strategies to
enhance a national policy focus and provide uniform federal dire~-
tion to non-federal entities administering the programs may be the
issue.

Resolving debate over the appropriate executive structure
for housing and urtan assistance programs will be evolutionary as
each federalism policy is introduced. Past experiences demon-
strate the difficulty in making a convincing case for consolidat-
ing these activities, but as direct federal involvement declines,
past factors may no longer dominate. 1In debating federalism
issues, a corollary issue facing the Congress is the implications
tor similar programs administered by varicus agencies and whether
tle programs are sufficientiy unique to justify separate
inplementation by several agencies.

COL.CLUSIONS

Historically, HUD's organizational structure has been
characterized by instability. Changes were influenced by social,
economic, and political forces and a continual search for ways to
effectively and efficiently implement programs. How HUD will look
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and operate in the future is uncertain. But one thing is certain,
28 an executive agency, it will continue to undergo change as
social and economic demands change and as new policies and
programs are introduced.

The many reorganizations and vealignments since HUD's
inception have formed a complex relationship among levels of
management. The net result is that a certain amount of confusion
exists at all levels concerning authority, responsibilities, and
functions. Consequently, complexities and difficulties increase
in providing and administering services to clientele,

A persistent issue is the role, relationship, and effective-
ness of regional offices as a middle tier of management. When the
regions were established, the concept was that headguarters would
be the policymaker, the regions would supervise, and the area
office would operate the programs. Now HUD is placing regional
managers back into the operational chain and holding them respons-
ible for direct program operation and execution. This has the
immecdiate effect of reversing the 1977 reorganization, which was
intenrded to correct deficiencies in processing delays,
communication, excecssive overhead, and inadequate technical
assistance. '

Many issues in this report may not be entirely attributable
to the organizational structure. Many can be avoided with
improved management practices. In order for HUD's decentralized
operating philosophy to work more effectively, a direct line
authority organizational structure may be needed. While the con-
cept of providing direct lines of authority is relatively simple,
effective application of the concept is complex in a three-tiered
structure,

Given that HUD is already experiencing less activity in some
programs, elimination of some programs, transfer Of some programs
to states, and reduced funding levels, the issue is whether all
tiers are necessary or if one could be eliminated. 1In evaluating
these possibilities, HUD may have to come to grips with the issue
of how to foster clear and direct lines of authority between the
central office and operating field offices.

In the future, HUD must decide upon the appropriate organi-
zational form of an operating field office. 1If HUD's programs
do shift to states and local governments and the private sector,
HUD's current operational structure could become obsolete., What
may eventually emerge is a single responsibilit/ to monitor and/or
audit states, localities, or private contractor:. Therefore, HUD
may have to explore options wnich would adapt to changing
priorities with minimum disruption.

Over and beyond these HUD organizational issues is the
possibility of renewed focus on how best to promote housing and
communities from 2 unified standpoint. Dcubts exist about the
political acceptability of the theory of bringing various parts of
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executive agencies together to achieve a unified goal in housing
and community development. However, doubts may give way if the
administration accomplishes initiatives aimed at transferring more
federal responsibilities to states and the private sector. Also,
budget constraints may invoke a greater understanding of the
impact on the intended beneficiaries of dispersed programs now
existing among executive agencies.

HUD is faced with a great amount of uncertainty due to the
possible changing federal role in housing and commuity affairs.
The basic effi'ct of uncertainty is to limit the ability of the
organization to plan or make decisions about the appropriate
organizational design.

RECOMMENDATIONS TO THE SECRETARY
OF HOUSING AND URBAN DEVELOPMENT

HUD's Secretary should evaluate how well the new field
structure is working. 1In this evaluation the Secretary should
determine: '

--whether functional relationships among headquarters,
regions, and fiel. offices promote accountability and
establish clear lines of authority;

-=-the value of and contribution of regional offices in the
management and delivery of programs;

--the cost and benefits of having field offices in all
states, especially in the environment of a declining
federal role; and

--the relationship of ongoing and proposed policy and
program changegs to any organizational change.

AGENCY COMMENTS AND OUR EVALUATION

HUD's Secretary commented that our report accurately
characterized the changes in program direction the Department is
experiencing and noted that the present organizational structure
may not be entirely appropriate to the new direction. The Secre-
tary, however, took issve with our draft proposal to reevaluate
the appropriateness of the field reorganization by stating that
the additional time needed for such study would only further delay
the process of making needed staffing adjustments., The Secretary
commented that the issues of field reorganization have been
studied at length and believed that the reorganrization will
address other issues in the report. The Secretary finalized the
proposed field reorganization on September 8, 1983,

We disagreed with HUD's field reorganization and stated so
in two reports (GAO/RCED-83-100 and GAO/RCED-83-155) and in our
May 26, 1983 testimony before the House Subcommittee on Housing
and Community Development, Committee on Banking, Finance, and
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Urban Affairs. Since HUD has finalized its reorganization our
draft proposals are now moot. However, we do not believe the
reorganization has fully addressed the problems discussed in this
chapter. Although we are not recommending HUD's Secretary modify,
at this time, the new field structure, we do believe the Secretary
should evaluate how well the new field structure is working by
addressging specific points contained in this chapter. We have
modified the recommendation to the Secretary accordingly.

Our position is also buttressed by the fact that HUD, as it
notes in its comments, i (1) revising its operational planning
system to provide ‘directicn to its field offices and (2) planning
a pilot staffing analysis in the Housing area to determine the
type of skills which will be appropriate in HUD field offices.
Resolution of these actions is fundamental to establishing the
appgopriate size and organizational arrangement of HUD field
offices.

Operational plans provide the mechanism for proyram and
administrative accountability and communication between assistant
secretaries and field office managers. Such accountability and
communication is particularly important given HUD's organizational
structure which has direct lines of authority from the field
offices to the Secretarv. FPurther, not having completed a staff
analysis, HUD has no scund basis for making staffing adjustments,
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CHAPTER 3

PLANNRING AND BUDGETING TO ACHIEVE

EFFECTIVE PROGRAM DIRECTION AND CONTHOL

Planning and budgeting must play an important role if HUD is
to be successful in managing the transition from programs stress-
ing producticn and growth to those stressing preservation and
maintenance of existing housing and greater emphasis on cost
control and reliance on the private sector.

We found, however, that (1) HUD's reliance on the budget
development process as its mechanism for providing direction and
control has not served as an effective proxy for systems needed
to plan, develop policy, and communicate Secretarial expectacions
for the coming years, (2) short-term budget and legislative cycles
can have a negative influence in providing timely field gquidance,
developing long-range pvogram plans, and developing complete
policy proposailis, (3) limitations in the analytical base “educe
effective budget development and execution monitoring, and
(4) budget justification and practices reduce full budgetary
disclosure and congressional control.

The conditions exist because of the lack of top management
emphasis on the importance of planning, the design and timing of
the federal budget process, fragmented financial and data systems,
and a lack of accountability.

The results Lave been a weakenina of management, program
effectiveness, and congressional oversi¢ht; program designs that
are not easily managed; and increased risk of nisdirection and
unnecessary federal expenses. HUD recogriizes some of these conse-
quences and is moving to develop a "management plan process.” It
is too soon, however, to determine whether the new process will
adequately addrz2ss current needs.

The new process offers the Secretary an opportunity to more
effectively manage if

--accountability for department-wide planning is established;

--the planning process is based upon an adequate assessment
cf needs and congressional actions and identifies for a
multi~-year period Secretarial goals, realistic program
objectives, and annual program priorities;

--a more systematic approach to formulating policy is
included; and

--improvement continues in the accuracy and cimeliness of
financial and program data, workload and work force
requirements estimates, and in integrating progcam
evaluation results.
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In addition, the Congress can strengthen its oversight of HUD's ,
budgetary process by requiring HUD to expand its budget justifica-
tion temfﬁi%y*rtflectwaii*atttriii“!spEtts"5f”3§é§ﬁff§ft§§f§"ééffﬁ"”’é
1d-the Dudyg y and economic impact of programs on future agency
needs and on federal tax collections. FPurther, the Congress, in
moving to reform the federal budget process, could consider HUD's
problems associated with long-range planning, policy development,
and providing timely program guidance.

HUD's PLANNING SYSTEM--
BUDGET DEVELOPHMENT

HUD's primary planning system is found in the budget develop—
ment process. A schematic of the process is shown on figure 3-1
on page 39. This process normally begins in January, 12 months
~___ before the President's budget is presented to the Congress and
‘ about 21 months before funds are appropriated. The cycle starts
—with—a planning letter om OMB, containing guidance from the - -
-~ President. Within HUD, the Office of Budget, under the Assistant
Secretary for Administration, is responsible for departmental
——4~wmeaafdinationmand”aﬂaiysis*of“tHEWfﬁpﬁt“fééétﬁéa‘f?éi*TT“héiaﬁﬁif:”””“*
ters elements. Traditionally, these elements are asked to start
~-=——-working on—+heir respective- in May or about 4 m S a B
OMB's planning letter., Their input is in the form of estimated
program levels, workload forecasts, and resource reguire.ents.
Policy proposals are channeled from HUD offices through their
respective assistant secretaries for review and approval before
they are submitted to the legislative and budgetary review

process.

After the budget and legislative package is processed by
the Office of Budget, a budget and legislative review group, on
behalf of the Secretary, analyzes and comments on the package.
This group, established in 1981, is represented by General Coun-
sel, Assistant Secretary for Policy Development and Research
(PD&R), Assistant Secretary for Legislative and Congressional
Affairs, and Assistant Secretary for Administration. The Sec-
retary has final say over the end product which is sent to OMB
during September, about 9 months after start of the cycle. OMB
and HUD meet to reconcile differences. HUD's portion is then
incorporated into the President's budget which is forwarded to
the Congress in January or 12 months after the start of the
cycle, After this, the congressional review continues until
funds are appropriated.

Through fiscal year 1982, HUD executed its budget with its
operating plan. In existence since 1974, and modified several
times since, the operating plan has now been abandoned by HUD.

A new vehicle is being developed which is called the "management
plan process.” The process is expected to be used to prepare
management plans for headquarters and regional offices starting
in 1983,




- %
Action | Opergting Plan . |
iy Oer 1) My Oct 1)

82 Budget: Approp. ca Dec. 23, 1981 ﬂmmﬁﬁm
83 Budget: Approp. on Sept. 30, 1082* Apr. (Finel)
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ROD relies on its budget 4 lopment process, its related
documents, and the operating plan! as a vehicle for (1) communi-
cating agency-wide direction and focus chosen by the Secretary,
(2) developing policy, and (3) establishing program direction.

We found no other systems or process which served as input to and
guidance for policy development or program planning. 1In short,
we found no systematic approach or accountability for agency-wide
Planning. Figure 3-2 on page 41 depicts our view of the planning
process existing during our review.

. Shortcomings in the department-wide planning process led to
S a 1982 operating plan which misdirected agency activities and

IR IiCIDaATO]

————reactivae rather than 2

_ We found that the priorities in HUD's 1982 operating plan

~ program planning and policy development that have been ad hoe and

7 misdirected agency activities and were underutilized by headquar-
ters managers as part of a total system for measuring operational
efficiency and holding subordinate units accountable. Problems
associated with the inflexibility of the system to accomodate
changing priorities, untfustworthiness of the data used to measure
results, and the system's inability to measure the guality of
performance are, in part, caused by the operating plan process.
The root cause, however, lies in the lack of clearly articulated
direction and focus from the Secretary, and the Department's
system for communicating this direction.

- During our review, RUD executed its budget through "secre-
tarial priorities" which were defined and tracked via its operat-
ing plan--the vehicle for communicating direction to the staff and
allocating resources. Por fiscal year 1982, 17 Secretarial prior-
ities were specified, ranging from reducing opportunities for
fraud, wacte, and mismanagement to assuring commitment of funds
for minority businesses. Within these broad priorities, a variety
of objectives and subobjectives were enumerated--68 in total.
These were the primar